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e In the 


s There a-Boom in Construction? 


Over the past four years, construction outlays have aver- 
ged more than $34 billion annually. During 1954, in the 
nidst of recession and economic uncertainty, they rose to 
nore than $37 billion, and official forecasts for this year see 
, new record of $39.5 billion in the making. 


But in the past there have been wide swings in building 
ictivity. Building has often led to overbuilding; and high 
property values, which themselves encourage building, have 
periodically collapsed under the weight of the excessive vol- 
ume of construction. In the light of historical experience, 
with how much confidence can the construction outlook be 
egarded, and how far ahead does visibility extend? 


_ For a critical look at the outlook, see “Construction Boom 
n the Making?” beginning on page 56. 


Srowth in Manufacturing Assets 


“In the five years from 1949 to mid-1954 . . . the total 
issets of United States manufacturing corporations increased 
xy almost 40%.” This figure, interesting as an average, 
masks variation in growth rates among industries. For 
sxxample, assets in transportation equipment (other than 
motor-vehicle and parts industries) increased to more than 
two and one-third times their 1949 level, while the lumber, 
printing and publishing, and furniture industries showed an 
asset increase of only about 20%. An industry-by-industry 
breakdown of the rise in total assets and output from 1949 
to mid-1954, as well as a comparison of the growth in those 
years and in the 1939-1949 period, is given in the Chart 
Feature on page 63. 

e @ @ 


Looking Behind the Aggregates in Agriculture 


How many farms are there in the United States? That 
depends on your definition. According to the Census of 
Agriculture, there were 3.7 million commercial farms in 1950. 
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But the range of income and output within the commerical 
category is wide. In 1949, only 3% of the farms had sales 
of $25,000 and up, but these were responsible for one fourth 
of the value of farm products sold, while nearly one half the 
farms had incomes from agriculture of less than $2.500. And 
the national trend seems to be toward more and more con- 
centration in agricultural output. 


The latest available statistics are charted and explained 
in “Diversity in Agriculture,” page 66. 


A Good Business Start 


According to the President’s Economic Report, the nation- 
al economy ended 1954 in increasing good health. The busi- 
ness pulse had been strong going into 1955, but recovery is 
progressing at even faster rates than expected. Symptoms 
of growing robustness are seen in the high levels of retail 
trade and construction, and the tonic of inventory rebuilding 
may be a further strengthening factor. 


For a diagnosis of economic health at the year’s beginning, 
and a prognosis for the coming quarters, see “Starting in 
High,” on the next page. 

e ® e 


Decision: Accelerated Depreciation? 


Have executives jumped at the chance for accelerated de- 
preciation, as allowed under the 1954 Internal Revenue 
Code? Not according to this month’s survey of business 
practices. After careful study of the possible long-term 
effects, only 45% of the 167 manufacturing companies ques- 
tioned switched from their former depreciation methods. 
About a third of the companies decided against making a 
change, and a considerable number have deferred decision 
until studies now under way are completed. The reasons 
for and against changing to the quicker write-off method, 
and the thinking behind the differing executive decisions, 
are summarized in “Depreciation Policies under the 1954 
Code,” page 70. 


Manufacturers’ Inventories, Sales and New Orders 
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STARTING IN HIGH 


The upswing of recent months has raised some new questions 
about 1955, without answering the old ones 


CCORDING to the fuller picture of business 
conditions now available for the turn of the 
year, 1955 has evidently started on a fast up- 

trend—much faster than most analysts expected only 
two months ago. Business in 1955 still faces a number 
of key tests, notably in the spring markets for cars 
and homes. But the tests are evidently going to be 
conducted in a generally favorable economic climate. 

Preliminary estimates contained in the President’s 
economic message put gross national product in the 
final quarter of 1954 at an annual rate of $361 billion, 
the highest level since the third quarter of 1953. Every 
major component, with the exception of Federal Gov- 
ernment purchases of goods and services, showed a 
rise, with particular strength evident in personal con- 
sumption expenditures, new residential construction, 
and inventory demand. As to the latter, the rate of 
liquidation fell to its lowest level since recession began 
in late 1953. The expansion of demand for goods and 
services brought personal income to a record high, and 
produced a sharp improvement in the rate of corpo- 
rate profits. 


RAPID MONTH-TO-MONTH RISE 


The quarter-to-quarter change in the components 
of the national accounts are not dramatic. The rise in 
personal consumption expenditures is only about equal 
to the rise that occurred between the first and second 
quarters of 1954, when the best that could be said 
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generally of business was that it was no longer declin- 
ing. And the advance in new construction activity was 
actually somewhat smaller in the fourth quarter ol 
1954 than it was in the preceding quarter. 

The quarterly averages, however, disguise a rapid 
acceleration of the month-to-month trend of business 
within the quarter. In the monthly construction 
statistics, in the figures on retail trade (particularly 
automobile sales), and implied in the inventory fig- 
ures, the trend has begun to resemble the rapid re- 
covery of early 1950, just as the recession of 1954 has 
come to look much like the predecessor recession 
of 1949. 


THEY WENT TO TOWN IN DECEMBER 


As in early 1950, consumers have provided the key 
statistic. Last year closed with the most resounding 
demonstration of the Yule spirit on record. In De- 
cember, every kind of retail outlet for which data are 
available showed gains over a year earlier, with the im. 
provement ranging from about 2% for eating and 
drinking places to about 10% for grocery stores and 
service stations, and to about 25% for automobile 
dealers. New-car sales in December are estimated to 
have been in the neighborhood of 570,000, an all-time 
record for the month (although still some 70,000 short 
of production). 

On a seasonally adjusted basis, total retail volume 
in December was about 6% above November. No- 
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mber, in turn, had been a few percentage points 
bove the level prevailing during the second and 
ird quarters of 1954. By year end, retail trade had 
aus completed its own saucer pattern, and emerged 
ato 1955 at the highest level on record. It also 
merged as one of the strongest parts of the general 
jusiness picture for spring. In January, department 
tore sales were continuing at peak volume for the 
nonth, and trade reports indicated total retail sales 
vere at a very high level—perhaps close to the extra- 
rdinarily high seasonally adjusted rate of December. 


BUILDING PICTURE BRIGHT 


' In construction, too, the picture was growing rap- 
dly rosier as the year closed. To parallel the bumper 
tutomobile production and sales figures of December, 
suilders could point to: (1) the highest December 
evel of housing starts on record; and (2) a level of 
iesidential construction contract awards some 75% 
ove December, 1953. (If they wished, they could 
ilso point to the highest rate of net growth in mort- 
age debt in a generation.) Here, too, the boom has 
ana into 1955: in early January, total contract 
iwards were fully 32% above the comparable period 
. year ago, and residential awards were up 50%. 


The impressive performances of the retail market 


und the residential construction market at the end 
of 1954 were not the immediate cause of the turn- 
around in general business conditions, which began 
several months earlier in a progressive reversal of the 
crend of inventories. (In November, the book value of 
otal business inventories, seasonally adjusted, rose 
‘or the first time in 1954, after having declined by 
about $4 billion over the preceding year.) In fact, 
of the $5.5-billion increase in the annual rate of gross 
national product from the third quarter to the fourth 
quarter, more than half can be traced to the decline 
in the rate of inventory liquidation. 

However, the high levels of final demand in the 
form of retail trade and construction have acted to 
retard the growth of inventory since inventory policy 
changed, and thereby to accommodate a sharp rise 
in the industrial production index without a clear 
swing into inventory accumulation. 

As a general illustration, most of the estimates of 
fourth-quarter gross national product which were 
made prior to the publication of the December retail 
trade figure showed a rate of personal consumption 
expenditures about $1 billion below the estimate re- 
leased on January 20 in the President’s message. 
They also showed a rate of inventory liquidation 
almost $1 billion lower than the figure in the economic 
message. These offsetting miscalculations reflect the 
unexpectedly high level of consumer purchases in 
December, part of which came out of retailers’ inven- 
tories. And most estimates of the business trend for 
early 1955 have now been revised somewhat, to take 
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account of the fact that retail markets are some- 
what stronger, and retail inventories somewhat 
smaller, than might have been expected only a month 
ago. 

A LOOK AT AUTOMOBILES 


The inevitable specific illustration is automobiles. 
Between October and December, the production ef- 
forts of Detroit accounted for about half of the four- 
point rise in the Federal Reserve index. These efforts 
were directed, at least in part, toward a deliberate 
build-up of dealer stocks, for competitive reasons and 
also with an awareness of the possibility of an indus- 
try strike in late spring. But because of the tre- 
mendous rate of retail deliveries in November and 
December, the rise in dealer stocks has been quite 
modest. At year end, the number of new cars in 
dealers’ hands was still some 30% below a year ago. 
As a result, automobile output in the first quarter is 
likely to hit a lot closer to the 2-million goal of the 
industry than seemed possible when the goal was set. 

Booming trade and construction have thus ab- 
sorbed some increases in production that were in- 
tended to go toward stabilizing or rebuilding inven- 
tory. At the same time, they have made current in- 
ventory holdings look quite reasonable, and even 


Nonfarm Employment Rises 
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Evidence of Revival 


At year’s end, THe Conrerence Boarn’s diffusion 
indexes were pointing in the direction of continued 
business revival. The front on which gains were being 
recorded, however, was not significantly broader than 
in October (see The Business Record, December, 1954, 
page 480). 

Among the selected statistical indicators, the trend 
was upward in residential and nonresidential construc- 
tion contract awards, manufacturers’ new orders for 
durable goods, average hours of work in durables and 
nondurables manufacturing, steel and textile produc- 
tion, freight carloadings, and industrial stock prices. 
Countering these were an interruption of the rise in 
paper production, a renewed increase in business fail- 
ures, and continued weakness in the wholesale prices 
of basic commodities. On balance, the diffusion index 
revealed an “average duration of expansion” of 2.33 
months in December, compared with 1.92 months in 
October. 

Separate diffusion indexes, constructed around sta- 
tistics of production, employment, sales and prices, 
reflect the pattern of current business trends. 


e By May of last year, increases among the 
components of the industrial production index be- 
gan to offset declines. In October and November, 
gains in output were more numerous and persis- 


conservative in many lines, because the rise in sales 
volume by itself has driven inventory-sales ratios in 
many industries to their lowest level in well over 
a year. 

This is the reverse of the process that pushed in- 
ventory-sales ratios sharply upward during 1953. 
In that year, inventory recession actually began as 
early as May, when the rate of new orders flowing 
into manufacturing industries entered on a persist- 
ent decline. The decline in new orders gradually 
undercut the backlog position of manufacturers, and 
by August their shipments began to decline, while 
manufacturers’ inventory continued to accumulate 
until October. Between July and October, 1953, the 
numerator of the inventory-sales ratio was still rising 
slowly, while the denominator was falling, so that the 
ratio itself rose swiftly. 


BUYING FOR INVENTORY 


In the recovery of late 1954, new orders of manu- 
facturers shifted suddenly upward in September, 
while inventories were still declining. During the last 
quarter of the year, the rate of inventory liquida- 
tion declined, but sales volumes were already on an 
uptrend, and inventory-sales ratios were falling. Esti- 
mates for December suggest that the same combina- 
tion of trends continued to the end of the year and 


tent, and the "average duration of expansion" 
rose to 1.08 months. 


@ Gains in production worker employment have 


appeared among manufacturing industries with 
increasing frequency since May, and began to 
offset losses in employment by October. As of 
December, however, the gains were neither wide- 
spread nor long sustained, and the “average du- 
ration of expansion’ was only 0.10 month. 
elmprovement in regional department store 
sales has been quite general since May, although 
not without some setbacks. By December, the 
"average duration of expansion" had risen to 2.75 
months, and was pointing more strongly toward a 
rising trend of sales than at any time since 1952. 
@ln November and December, declines in 
wholesale prices outweighed increases, and the 
little evidence of strength which developed be- 
tween July and October disappeared. The “aver- 
age duration of run" turned down to —0.13 month. 


(The “diffusion” method of summarizing the be- 
havior of statistical indicators was described in The 
Business Record for June, 1954, along with the post- 
war record of the diffusion indexes in foreshadowing 
business trends.) 


into 1955, and that in most manufacturing lines and 
distributive channels inventory-sales ratios have now 
been reduced to relatively low levels. Thus, even 
without assuming any price rises in the near future, 
purchasing agents now are likely to extend their cov- 
erage somewhat further, if only to match the increas- 
ing rate of consumption of materials in production. 


SOME INCOME CONSEQUENCES 


As production rose in the closing months of 1954, 
nonfarm income likewise began to rise, and at an 
accelerating rate. In November and December, the 
average work week in manufacturing climbed above 
a year ago, and average weekly earnings rose to about 
2% above their level at the beginning of 1954, owing 
to slight increases in both the hourly wage rate and 
the length of the work week. Total nonfarm employ- 
ment, while it is still about 500,000 below the level of 
early 1954, reached a trough in August, and has since 
been working its way irregularly upward (see chart). 
As a result of the combined increases in average 
weekly earnings and the recent rise in employment, 
wage and salary incomes, which had fallen relatively 
sharply in the last half of 1953 and early 1954, were 
recovering equally sharply, and by January had evi- 
dently returned to their record level of July, 1953. 
Higher retail trade in the closing months of 1954, and 
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in early 1955, also caused an expansion of incomes of 
unincorporated retail enterprises; and advancing cor- 
porate profits, together with a rapid improvement in 
corporate cash position, sent dividends up. 

Despite the pronounced further shrinkage of farm 
proprietors’ incomes during 1954, and despite a level 
of unemployment roughly 1 million higher than in 
late 1953, total personal income at the start of the 
new year is thus evidently at a new peak somewhat 
above $290 billion. 

This rise in income, in turn, underpins a retail mar- 
ket which has already given tangible evidence of 
strength. It may be particularly significant that 
the entire increase in personal disposable income from 
the third quarter to the fourth quarter found its way 
into the market place for goods and services. In terms 
of billions of dollars, personal saving in the fourth 
quarter of 1954 was little changed from the third 
quarter; as a percentage of disposable income, sav- 
ing evidently declined slightly (as it had throughout 
the year). 

And because of its relatively sharp rise during the 
fourth quarter, disposable income in the first quarter 
is virtually certain to be at least $3 billion above its 
average rate in the last three months of 1954. In 
coming months, the consumer goods industries will 
be facing a market approximately $10 billion richer, 
in terms of annual disposable income, than it was at 
the peak of the 1953 boom. 


WHERE DOES IT GO FROM HERE? 


The interplay of trade, production, inventories and 
imcomes described above is no more than the natural 
course of a business expansion. The questions for 
the first half of 1955 are certainly not whether expan- 
sion is occurring, but how far and fast it will progress. 
In short, it is whether the trend will assume such 
speculative proportions as to evoke further govern- 
ment countermeasures; whether it will result in so 
much bunching of activity and spending as to cause 
a decline later in the year; or whether it will now 
slow down, of its own accord, to a more sustainable 
rate of advance. 

These questions raise a significant paradox of early 
1955—a paradox that runs through the January 
messages to Congress, and that has been a cause of 
confusion in the money market since early December. 

At least until very recently, the consensus of an- 
alysts on the 1955 outlook called for a moderate im- 
provement in general business activity which would 
no more than absorb, and very possibly fail to absorb, 
the expected 1955 increase in the nation’s labor force. 
Estimating total national employment and unemploy- 
ment on the basis of an estimate of total business ac- 
tivity is, to put it mildly, a tricky exercise in mathe- 
matics, if only because it necessarily involves an esti- 
mate of short-term change in aggregate output per 
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man-hour. Most 1955 forecasts nevertheless ven- 
tured to interpret their output findings in terms of 
employment and unemployment, and most of those 
that did such estimates concluded that 1955 would 
see no important reduction in unemployment, and 
perhaps a moderate rise.! 


MORE THAN A MILD RECOVERY? 


In fact, however, the fourth-quarter figures released 
with the economic message suggest that a sharp im- 
provement has already begun, and the message spe- 
cifically anticipates that recovery will spread into 
inventory rebuilding, and into capital goods demand. 
This, together with current levels of retail trade and 
construction, suggests boom rather than mild recov- 
ery. The income estimates on which the receipts side 
of the budget is based accordingly presuppose a very 
high level of corporate profits and personal income 
in 1955 (see chart). The personal income forecast, in 
particular, seems to require a steady and rapid im- 
provement in business during the current year. (If 
these levels of taxable income were not to material- 


1To some extent, these estimates were borne out by recent develop- 
ments: a relatively sharp rise in gross national product and in indus- 
trial production late in the year was accompanied by what seems 
now to be a less than proportionate improvement in the level of 
employment. 


The Fiscal 1956 Tax Base, as the Budget Sees It 
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ize, the budget deficit would, of course, be greater 
than the $2.4 billion shown in the budget itself.) This 
in turn suggests a significant rise in employment, and 
a relatively low level of unemployment. 


A PARADOXICAL MIXTURE 


The President’s economic message appears to main- 
tain a careful neutrality toward the issue of unemploy- 
ment, and toward the short-term business trend in 
general. It proposes to direct the federal program for 
fiscal 1956 “toward fostering long-term economic 
growth, rather than toward imparting an immediate 
upward thrust to economic activity.” And the very 
minor changes in the receipts and expenditures sides 
of the fiscal 1956 budget itself certainly carry little 
inflationary or deflationary weight. Because of the 
seasonality of tax receipts, the budget implies a fur- 
ther rise in the debt limit to accommodate new bor- 
rowing in the first half of the fiscal year. But the 
cash budget for all of fiscal 1956—the aggregate flow 
of payments to and receipts from the public—actu- 
ally shows a small surplus. 


Nevertheless, the total federal program for the next 
eighteen months, as it has unfolded in January, car- 
ries a number of expansionary tendencies, and still 
seems to be directed more toward defense against 
recession and unemployment than toward control of a 
developing boom. (See box.) 

This is evidenced in the highways program, and 
the request for FHA authority to guarantee an 
additional $5 billion in mortgages to carry out the 
provisions of the Housing Act of 1954. Signifi- 
cantly, both of these programs are fundamentally in- 
heritances from almost a year ago, when the Admin- 
istration was being urged to fight actual and prospec- 
tive unemployment with any and all weapons at its 
command. 

The same paradoxical mixture of recession and infla- 
tion fears is reflected in the money market. As busi- 
ness activity has accelerated over the past two 
months, the Federal Reserve has taken a series of 
small steps in the direction of tighter money, result- 
ing in a moderate upward shift in interest rates. 
The incentive for these steps was mainly concern 


National Security Outlays: Stable in Fiscal 1956 
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The Federal Budget for 1956: Neutral or Expansionary? 


While the effect on private business of future federal 
activity seems to be neutral, as charted in the new 
Budget for fiscal 1956, a case for some expansion could 
readily be constructed from extrabudgetary elements 
and even from the Budget itself. 

For example, the spending totals do not show the 
sharp rise in federal borrowing and spending involved 
in the proposed highway program, to be effected 
through a new public corporation. And totals of course 
do not include the implied rise in spending that would 
come from matching state and local outlays, or the 
substantial anticipatory outlays by private contractors 
and builders. Similarly, a $5-billion increase in mort- 
gage insurance authority (to provide for the expected 
$8.3 billion of housing to be underwritten by the 
government in fiscal 1956) is not entered. For the 
budget totals include only net outlays and exclude cur- 
rent guarantee and insurance activity. 

Through substitution of federal credit for direct 
outlays, the budget shows a decline in spending for a 
variety of purposes, but total federal activity for these 
purposes—direct plus indirect—will actually rise. This 
is true of direct loans in participation with other 
governments for water resource development and with 
private banks to aid small business. It is also true 
of indirect aid in imsuring and guaranteeing exten- 
sions, in cooperation with private lenders, of loans 
to farmers and to foreign traders. 

The amount of such new credit extensions will 
depend partly upon borrower application and the will- 
ingness and ability of lenders and colenders to lend. 
Thus no firm totals of probable new credit or under- 
written activity are feasible. For example, the allot- 
ment for slum clearance and urban renewal activity, 
which has been doubled to $94 million for fiscal 1956, 
is normally matched by a state-and-local share four 
to five times as high. (And $500 million in additional 
federal grant authority is now requested for future 
needs.) 

Increases in matching funds from private sources 


over the behavior of the stock market, and the cur- 
rent rate of mortgage credit extension. A reported 
sudden rise in instalment credit extensions may also 
have played a part. 

And in the closing days of January, the Treasury 
took the opportunity to switch its attention, at least 
temporarily, to its longer-term objective of lengthen- 
ing the maturity of the public debt. Late in the month 
it announced a forty-year 3% bond to be offered (in 
conjunction with short-term notes) in exchange for 
$2.6 billion of called twenty-year obligations. 

But while both these agencies may be interested 
in still further curbing the speculative uses of credit, 
they remain fearful of interfering with the business re- 
covery, and contributing to unemployment. Until 
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are also indicated in recommended boosts im ship- 
building grants and in natural resource development 
projects. 

Budget totals themselves reflect optimism as to 
future income and ability to restrain outlays. Any 
miscalculations in the many assumptions underlying 
the receipts and spending estimates would, of course, 
affect the deficit. For example, the two major de- 
creases expected in nondefense spending (accounting 
for the bulk of the decline in total expenditures) in- 
volve farm price-support and housing aids. For both 
areas the Budget presents net figures—the difference 
between new outlays and receipts. Miscalculation in 
the many components on either side—in the required 
outlays or in the volume of sales and liquidations (ex- 
pected to rise sharply in 1956)—could readily cause 
the Budget’s neutral position to vanish. 

Deviations from defense spending estimates—an 
area where past Budgets have consistently erred— 
similarly could reshape the impact of government upon 
the private sector. Some $1.75 billion of the cut-back 
in defense spending for 1956 is apparently still in ques- 
tion (the Budget estimates of spending for the three 
Services actually add up to $1.75 billion more than 
listed total defense outlays). An unallocated estimated 
reduction is presumably to be saved through not yet 
foreseen or specified economies. An additional $400 
million would be added to the present deficit prospect 
should Congress turn a deaf ear to the now almost 
perennial plea for higher postal rates. 

The revenue side of the picture similarly is based 
upon rather optimistic assumptions. Revenue esti- 
mates used in framing the outlook for the next 
eighteen months imply significant rises in taxable 
income—4% in the personal sector, 7% for corpora- 
tions—over 1954 as a whole (though not so sharp 
over the year-end income levels). Any failure to attain 
these projections would necessarily broaden the gap 
between income and outgo, assuming no compensating 
offset in spending. —T. R. G. 


the stamina of the 1955 upturn reveals itself more 
fully, credit policy, as well as federal spending policy, 
thus seems to be on the horns of a dilemma. If busi- 
ness takes on more of the usual characteristics of a 
boom—a sharp rise in employment and prices, and 
speculative accumulation of inventories—money pol- 
icy could certainly harden. But as long as prices re- 
main stable, as long as unemployment hangs around 
the 3-million level, and as long as inventory policy re- 
mains reasonably related to normal requirements, 
hard decisions on money will be hard to make, the 
stock market and mortgage debt notwithstanding. 


Atsert T. SomMERS 
Division of Business Economics 


CONSTRUCTION BOOM IN THE MAKING? 


the then astonishing total of $28.5 billion. From 

city to countryside, a long-overdue expansion in 
the nation’s stock of buildings and facilities was under 
way. But the pace of activity in 1950 was merely a 
portent of what lay ahead. 


Over the past four years, construction outlays have 
averaged over $34 billion annually. During 1954, in 
the midst of recession and economic uncertainty, they 
rose to more than $37 billion. Private investment 
contributed $26 billion of the $37 billion, and this was 
widely heralded as a decisive factor in tempering 
the severity of the business decline. Official forecasts 
for this year (prepared jointly by the Departments 
of Commerce and Labor) see a new record of $39.5 
billion in the making, and virtually no dissent has 
been heard. 

There is, however, a certain uneasiness which in- 
trudes itself into any consideration of the construction 
outlook. Wide swings in building activity in the past 


T 1950, expenditures on new construction reached 
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paint a vivid picture of instability in the course of. 
construction. Years of hectic activity have been suc- 
ceeded by years of sharply reduced activity. Build- 
ing has often led to over-buildmg—and high property 
values, which themselves encourage building, have 
periodically collapsed under the weight of an exces- 
sive volume of construction. 


Against this background, the uninterrupted rise in 
construction expenditures since World War II (see 
chart) can take on the ominous appearance of a 
building boom, and raise the specter of a bust ahead. 
Are current forecasts a part of the chimera that en- 
velops every boom, or do they rest on solid founda- 
tion? More generally, with how much confidence can 
the construction outlook be regarded, and how far 
ahead does visibility extend? 


THE YEARS AHEAD 


A clue to the years immediately ahead is in the 
volume of construction which has taken place in the 
years Just past. Dollar expenditures in recent years, 
taken by themselves, are impressive, and a little fore- 
boding. Omitting the large amount of public work, 
outlays for new private construction averaged almost 
$23 billion a year between 1950 and 1954, dwarfing the 
outlays of about $9 billion a year during 1925-1929. 

But these figures present a grossly exaggerated pic- 
ture of the real volume of construction. In fact, as 
one begins to take account of the rise in construction 
costs, the over-all growth in population and the 
growth of the total economy since the 1920’s, the 
proportions of the construction boom of the 1950’s 
become smaller and smaller (see chart) . 

Building material prices and labor costs entering 
into all types of private operations increased more 
than twofold between 1929 and 1953. When expendi- 
tures in 1925-1929 and 1950-1954 are compared after 
correction for the difference in construction costs, 
outlays during the past five years no longer appear 
so top-heavy. Measured in constant (1947-1949) 
dollars, expenditures in 1950-1954 averaged only $19.4 
billion, as against $18.7 billion in 1925-1929. 

If deflated gross national product is viewed as a 
rough indication of the size of the economy as a 
whole, any hyperactivity of a building boom would be 
revealed in the ratio of construction expenditures to 
aggregate output. But when construction outlays 
are related to gross national product (both measured 
in constant dollars), the similarity between the con- 


BUSINESS RECORD 


struction boom of the Twenties and the Fifties dis- 
appears. In 1925-1929, gross national product ranged 
from $136 billion to $155 billion. Private construction 
expenditures ran between $16 billion and $20 billion— 
or about 13% of gross national product. In 1950-1954, 
gross national product ranged from $295 billion to $319 
billion. Private construction expenditures totaled $19 
billion-$20 billion, and averaged only 6% of gross 
national product. If the 13% of output which con- 
struction outlays constituted in 1925-1929 was a sign- 
post of danger, it has not yet been approached in the 
postwar period. And considering the dearth of pri- 
vate construction—residential, commercial, industrial, 
and farm—during the depression, and the almost 
complete halt in private construction during the war, 
the postwar volume of building seems modest indeed. 


THE BOOM THAT WASN'T 


The exaggerated picture of private construction 
activity conjured up by current statistics character- 
izes each of the important types of construction. 

Residential construction expenditures averaged 
$12.0 billion annually in 1950-1954, and $4.9 billion 
in 1925-1929. But in constant dollars (corrected for 
increases in costs) , they averaged $10.3 billion in 1950- 
1954 against $10.2 billion in 1925-1929; and 3.4% of 
gross national product in the later period, against 
7.1% in the earlier. 

Public utility construction was valued at $4.0 bil- 
lion annually in 1950-1954, and $1.4 billion in 1925- 
1929. In constant dollars, the figures are $3.2 billion 
and $2.5 billion respectively; compared with gross 
national product, 1.1% and 1.7%. 

Industrial construction was valued at $1.9 billion 
annually in 1950-1954 and $0.7 billion in 1925-1929. 
In constant dollars, the figures are $1.6 billion and 
$1.6 billion respectively; compared with gross national 
product, 0.5% and 1.1%. 

Commercial construction was valued at $1.5 billion 
annually in 1950-1954, and $1.1 billion in 1925-1929. 
But in constant dollars, the figures are $1.3 billion 
and $2.2 billion, and, compared with gross national 
product, 0.4% and 1.5%. 

The threat of “overbuilding” may thus be less a 
concern of the present than of the future. For most 
types of construction, moreover, continuing needs are 
clearly discernible. They stem from still unfilled 
backlogs inherited from the Thirties and Forties, from 
the growth in population, and from replacement re- 
quirements (including upgrading of standards). The 
needs range from housing space, hospital space, and 
school space to water capacity, road capacity, and 
sewage capacity. The key elements in the construc- 
tion outlook concern not so much the existence of 
needs, but the rate at which the needs will be met. 

The most dramatic features of construction activ- 
ity in recent years have centered around home build- 
ing. Coming out of World War II, the nation was 
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Record Construction Outlays Are Less Striking 
After Adjustment for Cost and for Economic 


Growth 
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Home Building, Buoyed by a Rise in Income, 
Is Bucking the Ebb in Household Formation 
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faced with one of the most acute housing shortages in 
its history. Between 1930 and 1945, there were only 
two years (1940-1941) when the number of privately 
financed dwelling units placed under construction 
reached 500,000. During these sixteen years, gross 
additions to the housing supply were minimal, while 
the stock of residential structures was certainly aging, 
and probably declining in serviceability. The prolifer- 
ation of trailer camps, temporary housing, hasty con- 
versions, and doubling-up attested to the strain on the 
housing supply during the war. Immediately after 
the war, demobilization and a step-up in family for- 
mation, coupled with a high level of incomes and 
liquid assets, generated a tremendous demand for 
new housing. 


BARRIERS TO BUILDING 


But the problems of effectively meeting the demand 
for new housing were staggering. The home-building 
industry had traditionally been organized around 
small firms of contractors, who built to order, and 
speculative builders, who assumed the risks of land 
development and construction for sale or rent. Ex- 


pansion of the industry to cope with the volume of 
construction that lay ahead was going to take time. 

The problems of the home-building industry also 
involved mustering a labor force and expanding the 
supply of building materials. Growth of the building 
trades had been stunted by the experiences of the 
depression. Young men were reluctant to enter ap- 
prenticeship in trades hit so hard and long by lack of 
work, and were further discouraged by union efforts 
to protect their own members. Shortages of materials 
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persisted into 1948, and materials prices accordingly 
rose continously. Until these difficulties were over- 
come, the volume of home building could not burst 
forth to even the proportions of obvious demand. As 
late as 1948, the number of privately financed dwell- 
ing units started was barely 900,000, and still lagged 
seriously behind the rate of increase in households 
(see chart). Reflecting these impediments to rapid 
expansion in the volume of home building was a 50% 
increase in residential building costs between the end 
of the war and 1948. 

By 1949, the industry had begun to gear itself for 
large-scale operations. In that year, about one fourth 
of the new homes were still being built by their own- 
ers, either directly or through detailed subcontracting 
of the various construction operations. The remain- 
ing homes were built commercially—22% by builders 
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who erected fewer than five units; 24% by builders who 
put up five to twenty-four units; 22% by builders of 
twenty-five to ninety-nine units; and 34% by builders 
who started one hundred or more units. 

The total number of new privately financed dwell- 
ing units placed under construction in 1949 rose to 
almost 1 million, and increased to 1.35 million in 
1950. Over these two years, the volume of home 
building shot up almost 50%, housing starts were 
brought abruptly into line with the rate of new house- 
hold formation, and the increase in construction costs 
amounted to less than 8%! This achievement resulted 
in part from a technological revolution in housebuild- 
ing methods, and in part from the effects of public 
policy concerning home financing upon the types and 
volume of residential construction. 

The emergence of large-scale home-building oper- 
ations and the introduction of industrial techniques 
in residential construction were parallel developments, 
each helping to make the other possible. Standardiza- 
tion of homes and elements within homes in large sub- 
divisions, and the widespread practice of precutting 
materials, came at the same time as increased use of 
power equipment and specialization of labor. The 
trend toward installation of metal windows, prefabri- 
cated stairs, integral plumbing units, and dry wall 
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interiors served to reduce the amount of relatively 
costly on-site labor required in home building. 

It is difficult to evaluate the full scope of such 
drastic changes in the materials and methods of home 
building in recent years. But some indication can be 
obtained by contrasting the rates of increase in three 
aspects of residential building between 1925-1929 and 
1950-1954. In 1950-1954, real outlays were only 1% 
above 1925-1929 outlays. The number of new dwell- 
ing units started and total floor area contracted for 
were, however, 50% greater.1 The large increase in 
both measures of output (dwelling units and floor 
area) compared with the insignificant increase in in- 
put (deflated expenditures) reflects the advances of 
the home-building industry in efficient utilization of 
both materials and labor. 

While technological strides served to swell the 
capacity of the home-building industry, public policy 
with respect to the financing of new homes helped to 
stimulate demand. The Housing Acts of 1948 and 
1950 liberalized terms of government mortgage in- 
surance: the maximum mortgage that could be insured 
by FHA was raised; the percentage of appraised value 
that a mortgage could cover was increased; and the 
duration of mortgages was extended. Veterans could 
qualify for combination mortgages, carrying both 
VA guarantee and FHA insurance, which permitted 
them to buy homes valued up to $14,000 with no 
down payment. In 1950, over half of all privately 
financed housing starts were covered by FHA or VA 
commitments. 

With the outbreak of war in Korea, however, re- 
strictions were imposed on terms of mortgage 
financing. In force from October, 1950, to September, 
1952, these restrictions were designed to limit the vol- 
ume of residential construction and mortgage debt 
when inflationary pressures of defense activities were 
on the rise. They were effective in holding housing 
starts around the 1-million mark during 1951-1952. 
Although the formal restrictions on mortgage terms 
were lifted in the fall of 1952, the tightening in the 
supply of mortgage funds—as a result of Federal Re- 
serve restrictive credit policy—carried well into 1953 
and continued to hold back building activity. 


HOUSING ACTIVITY ACCELERATES 


A new conjuncture of forces conducive to a housing 
boom arrived, curiously enough, in 1954, a year of 
recession. The rise in construction costs was halted. 
As disposable income increased, the “construction 
purchasing power” of disposable income rose to near- 
record levels. The Housing Act of 1954 liberalized 


1These aspects of new residential construction are not entirely 
comparable, in coverage or time. The count of new dwelling units 
is at time of start. Expenditures are estimated for work put in place. 
Floor area is reported as of time of contract, and is limited to thirty- 
seven eastern states. But the contrast among them is sufficiently 
striking to stand forth despite incomparabilities. 
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FHA mortgage terms still further, and as yields of 
alternative investments declined, the 442% interest 
rate on VA mortgages became increasingly attractive 
to lenders. With the easing of government credit 
policies, the supply of mortage funds again became 
plentiful. 

During the first ten months of 1954, 47% of pri- 
vate housing starts were covered by FHA and VA 
mortgages, compared with 37% in the same months of 
1953. By the closing months of last year, housing 
starts financed by FHA and VA mortgages consti- 
tuted over 60% of the total. With increased resort to 
government-supported financing, residential construc- 
tion picked up momentum, reaching an annual rate 
of 1.5 million new units at the year’s end. And for 
the first time since the war, home building surged 
ahead of the rate of increase in households (see 
chart). 

The diverse trend of housing starts and household 
formation is not, in itself, a cause for alarm. Over 
the next ten years, the average annual increase in 
the number of households is estimated at about 750,- 
000. Given the need to replace substandard dwelling 
units, and given a long-term drive toward improved 
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standards of shelter, levels of residential construction 
should run considerably above levels of household 
formation. But owners of older structures cannot be 
expected to accept passively the mounting competi- 
tion of new homes. In the characteristic sequence of 
rebuilding, vacancies inevitably rise, conversions and 
demolitions become more frequent, and rents weaken. 
Unfortunately, useful statistics are now available only 
for the last of these factors, and inferences about the 
current phase of this adjustment process in the hous- 
ing market have to be drawn from the behavior of 
rents. 

The BLS rent index rose without interruption from 
the end of the war through 1953, when it averaged 
124.1% of the 1947-1949 level. By 1954, the rate of 
increase slowed appreciably. At the year’s end, the 
rent index stood at 129.4: it had increased only 1.8 
percentage points in the preceding twelve months. In 
terms of this progressive balancing of supply and de- 
mand in the rental housing market, the residential 
building boom shows signs of some maturity. 

Moreover, the generous terms under which much of 
postwar home building was financed have led to a 
striking rise in mortgage debt. In 1946-1949, while 
the volume of new construction was still modest, there 
was a net increase in mortgage debt on one- to four- 
family nonfarm homes of $19 billion. Contributing to 
this sharp rise were transfers and refinancing of old 
homes under conditions of rising real-estate prices. 
In 1950-1953, mortgage debt increased $28 billion, and 
reached a total of $66 billion, more than three times 
the outstanding debt at the end of the war. The 
heavy volume of debt generated by residential con- 
struction in recent years, compared with 1925-1929 
(see chart), is a consequence of the government’s 
insurance and guarantee programs. These made it 
possible for home buyers to finance their houses with 
small equities and large mortgages relative to pur- 
chase price. 

Whether the burden of mortgage debt is oppressive 
cannot be determined in the abstract. As long as 
incomes remain high, the overhang of debt causes 
little concern. Foreclosure statistics do not indicate 
any rapidly accumulating problem, although they 
have been on the rise. In the third quarter of 1954, 
nonfarm real-estate foreclosures numbered 6,500, the 
largest third-quarter total since 1942. But they are 
still far below the distress levels of the Thirties. How- 
ever, while neither the rent nor foreclosure figures are 
in any sense ominous, they point to adjustments 
which may be in the offing as the pace of residential 
building activity increases. 


OTHER BUILDING TAGS ALONG 


The volume and location of residential building 
have implications for other types of construction as 
well. The trek to the suburbs is evidently still in prog- 
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ress. Building permit figures for the first nine months 
of 1954 reveal that over 80% of the value of privately 
financed dwelling units, authorized by building per- 
mits, were located in metropolitan areas. But only 
30% of these were within central cities; the rest were 
in peripheral areas. This development of new and 
expanded suburban communities has created, and 
will continue to create, a demand for a variety of 
commercial and institutional structures: stores, pro- 
fessional buildings, gas stations, and shopping centers, 
churches, hospitals, and community centers. 

In 1953, expenditures on commercial construction 
rose sharply, to $1.8 billion, and continued to rise in 
1954 to $2.2 billion. In 1954, institutional building 
rose to $2.0 billion. Both are expected to show further 
increases this year. And if historical experience is any 
guide, commercial and institutional building—lagging 
behind the rising trend of residential construction— 
will continue in substantial volume after the peak of 
the housing boom has passed (see chart). 

Two other types of private construction, each in- 
volving productive capacity, show less buoyancy than 
residential, commercial, and institutional building. 
Industrial construction hit postwar highs of more than 
$2 billion a year in both 1951 and 1952. Since then 
it has been declining. 

_ Public utility construction has proceeded along a 

$3 billion-$4 billion a year plateau since 1948. But 
generating capacity in the electric power industry, for 
example, is currently 20% above peak loads. While 
additions to capacity will still be required and exten- 
sions of service are certain to continue, the heavy ex- 
pansion program of recent years may slow down until 
growing demand builds up further pressure for in- 
creased capacity. The latest Commerce-SEC survey 
of anticipated plant and equipment expenditures sug- 
gests this possibility. Public utility outlays in the 
first quarter of this year are expected to be $3.8 billion, 
or 15% below their rate in the second quarter of 1954. 


PUBLIC CONSTRUCTION STRONG 


A major and continuing element of strength in the 
construction outlook is public work. Last year, the 
various construction activities of local, state, and 
federal governments contributed over $11 billion 
(30%) to total new construction expenditures (see 
chart). With the exception of federal outlays for 
industrial and military facilities, the bulk of such work 
was keyed to continuing needs of community develop- 
ment and growth. 

At the state and local levels, expenditures on 
schools, highways, sewage and water works amounted 
to almost $6 billion last year, and will undoubtedly 
run higher this year. The unfilled need for such 
facilities provides a backlog extending far into the 
future. Estimates of school facilities required through 
1965 add up to about a million new classrooms. On 
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the basis of recent school construction, this would 
mean about 60,000 new schools. To meet this sched- 
ule, annual construction would have to be stepped up 
about 13% over the current building rate. Highway 
requirements are all too well known to every motor- 
ist. The Bureau of Roads sees $50 billion in highway 
construction required just to restore the nation’s 
system to prewar conditions. Construction of sewage- 
disposal and water-supply systems have both lagged 
badly behind burgeoning residential activity. In many 
areas, cesspools and septic tanks are still more com- 
mon than sewer lines. (In the New York metropolitan 
area, fewer than half of the new homes placed under 
construction in 1949-1950 were served by community 
sewage systems.) And water shortages still provide 
an annual scare. 


The only doubt about the volume of such con- 
struction expenditures is the capacity of local com- 
munities to finance them as rapidly as they would 
like. This question mark has, in some measure, been 
removed by the stated determination of the Federal 
Government to participate on a mass basis in high- 
way and school financing. While the details of federal 
aid remain to be spelled out in Presidential messages 
to Congress, accelerated road and school building pro- 
grams would appear set for the years ahead. 


With residential building moving sharply upward, 
at the same time creating new and expanding oppor- 
tunities for commercial and institutional construction, 
and with public construction only beginning to catch 
up with a long accumulation of community needs, the 
construction outlook looms clear and bright. 


Mirtron Lieton 
Division of Business Economics 


Economic Handbook—A Visual Survey—The purpose of 
this volume is to provide new approaches to sixty of the 
major problems that the beginning student in economics 
will encounter. It is designed as a source of help to him 
in grasping and assimilating the concepts of basic eco- 
nomics. It places in his hands a set of visual units based 
on actual data of the contemporary economic scene. The 
use of color in the charts adds to the visual effectiveness 
of the graphic presentation. Charles B. Fowler, John I. 
Griffin, Jerome B. Cohen, William I. Greenwald, Joseph 
Cropsey and Frederick Sethur, all of the Department of 
Economics, School of Business and Public Adminstration, 
The College of the City of New York. Thomas Y. Crowell 
Company, New York. $2.45. 

20th Century Capitalist Revolution—Analyzes capitalism 
in the present day and especially the plan of the corpora- 
tion. The author traces the emergence of the corporate 
conscience and its beneficial effects upon society. He also 
describes the evil of which this modern institution is 
capable, concluding that it will survive only if it serves 
society. Adolf A. Berle, Jr., Harcourt, Brace & Company, 
New York, 1954. $3.00. 


FINANCIAL NOTES 
AND FOOTNOTES 


7¥\HE COURSE of events during the past month or 

six weeks probably served in several particulars 
to strengthen the resolve of the Federal Reserve to 
place speculative tendencies under restraint. In any 
event, the financial community has grown more con- 
fident as time passed that these developments would 
have some such effect. 

The Treasury’s decision to offer a long-term issue 
probably was in part inpsired by these same develop- 
ments. Taken together, the revised monetary policy 
of the Reserve authorities and the Treasury’s return 
to its plan to lengthen out its maturity schedules 


seemed to point to a somewhat altered attitude of the . 


authorities toward the possibility of the development 
of an inflationary trend. 

Precisely how far either of these agencies is likely to go 
in pressing these restraints remains for the future to dis- 
close. Quite possibly neither has drawn up any very 
detailed blueprint of future policy. One must suppose 
that they both will guide themselves by what takes place 
from this point on. 


So far, of course, the change in Federal Reserve 
policy has been very moderate, and the Treasury, 
after all, is only making a long-term exchange offering 
of very moderate proportions. A good deal is likely 
to be read into each step, however, and it is this 
“psychological” influence which is important, and the 
extent to which this influence makes itself apparent 
in the weeks to come will doubtless largely determine 
future Reserve or Treasury action. 


REASONS FOR THE STEPS 


The reasons for the steps thus far taken by the Reserve 
authorities seem to be plain enough, and analysis of them 


_may offer a clue to future policy. Two facets of the 
current situation have attracted the widest attention. 
One of them is the stock market, and the other is the 
mortgage market. Other factors less spectacular and 
less noticed by the rank and file are present. 

There is still some difference of opinion as to how 
much troubled the Reserve authorities felt about the 
stock market. No one doubts that they are of the 
opinion that certain excesses had taken place; it is less 
certain that they believed much credit was being ab- 
sorbed by the market or that the market as a whole 
was seriously out of keeping with earnings, the general 
outlook or bond prices. 


62 


At any rate, there is reason to believe that the authori- 
ties saw—and see—less economic hazard in what has 
developed in the stock market than they do in the extra- 
ordinary growth in mortgages on one- to four-family 
houses and the terms on which some of these liens are 
being drawn. At any rate, reports have.been in circulation 
for some time that this state of affairs is the number one 
concern of the Reserve authorities. 

The rise in the total of these loans during the last 
quarter of 1954 to $75 billion—as reported for the first 
time in the President’s Economic Report—did not 
serve to allay uneasiness on this score. There have 
been some signs that the stock market was settling 
down, but here was an unprecedented expansion of 
mortgage lending carrying through to the very end of 
the year, and so far as known up to the present. 

A year ago there was less than $67 billion of these 
liens outstanding; at the end of the third quarter last 
year they still amounted to only little more than $72.5 
billion. Such figures as these compare—or rather con- 
trast—with less than $17 billion in 1939. 

The President's Economic Report also revealed a spurt 
in consumer lending during the month of December. Re- 
payments for most of the year had been running not far 
behind new. credit extended; then came December with 
a net increase in outstandings of about $1 billion. 

What made such figures as these particularly impressive 
is the fact that they seemed to fit into a picture of a gen- 
eral upward surge in business, which seemed to be strongly 
suggestive of a boom psychology. 


It is hardly strange that this combination of circum- 
stances served to embolden the Reserve authorities 
to continue to reduce the volume of reserve credit 
outstanding, and, in general to encourage the impres- 
sion that firmer policies would continue—this despite 
the fact that interest rates have been hardening in 
several parts of the money market. 

In these circumstances, too, the Treasury seemed to 
lose some of its fear of competing with private industry 
for the longer-term investment funds of the country. 
While the Treasury is said to leave such matters largely 
to the Reserve authorities, it can hardly be doubted that 
it, as well as the Reserve officials, now entertains the hope 
of being able to check any speculative excesses which may 
have developed or which may be incubating in the econ- 
omy without dampening what are regarded as the sound 
development and continuance of genuine prosperity. 


Of course, the authorities are not unaware of the 
fact that speculative tendencies have been developing 
abroad, too, particularly in the stock markets of sev- 
eral of the European countries, and they were certainly 
not dismayed by the action of the Bank of England 
in raising its discount rate. 


Freprrick W. JoNnrEs 
Division of Business Economics 
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ASSETS OF CORPORATE MANUFACTURING 


N THE five years from 1949 to mid-1954—a half- 
I decade that included a rapid recovery from a re- 

cession trough, the Korean boom, and then a 
year of decline to a new recession trough—the total 
assets of United States manufacturing corporations! 
increased by almost 40%. However, there was sub- 
stantial variation in growth rates among industries, 
and the composition of industrial growth during this 
period was markedly different from the pattern of 
growth in the previous decade. 

For durables manufacturing as a whole, total assets 
increased more than 50% from the end of 1949 to the 
middle of 1954, while nondurables rose only 28%. As 
of mid-1954, assets invested in transportation equip- 
ment, other than motor-vehicle and parts industries, 
were more than 2-1/3 times their level at the close of 
1949; electrical machinery, and paper and allied prod- 
ucts had grown by about 60%. At the other extreme, 
assets of the lumber, printing and publishing, and 
furniture industries increased only about 20%; to- 
bacco, textile-mill products and food about 13%; 
leather and products about 8%. And assets employed 
in the apparel industry actually declined 10%. 


SOME MARKED CHANGES SINCE '49 


For the period 1949-1954, the ranking of industries 
by rate of growth in total assets shows some marked 
changes from the ranking in the period 1939-1949. 
Transportation equipment (including motor vehicles 
and parts) and paper manufactures, which grew at 
less than the average rate for all manufacturing in the 
earlier period, were among the fastest-growing indus- 
tries in the past five years. The apparel industry, 
which grew very rapidly during the Forties, actually 
shrunk in the early Fifties. Minor differences in rela- 
tive ranking affected the electrical and nonelectrical 
machinery industries, chemicals, lumber, printing and 
leather. 

In terms of current dollars, total assets of the manu- 
facturing sector increased $49 billion between 1949 
and 1954, and $67 billion between 1939 and 1949. 
The changes in the relative position of major industry 
groups, ranked by rate of increase in assets, reflect 

1PData for the years prior to 1952 are from tabulations of corporate 
returns, including balance sheets, in Statistics of Income, published 
by the Internal Revenue Service. Data for the years 1952 to 1954 
are based on Quarterly Financial Reports for United States Manu- 
acturing Corporations (published by the Federal Trade Commission 


and Securities and Exchange Commission) adjusted to 1951 Statistics 
of Income benchmarks. 
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changes in their percentage shares of these incre- 
ments (see charts on pages 64 and 65). 

For example, transportation industries other than 
motor vehicles and parts, stimulated by government 
orders for aircraft, accounted for 8% of the 1949-1954 
increase in assets of manufacturing industries, and 


Profile of Manufacturing Growth 
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for only 2% of the 1939-1949 increase. Apparel and 
finished textile industries on the other hand, which 
accounted for 3% of the 1939-1949 increment, did 
not share at all in the later advance. Food and bev- 
erage groups were responsible for 10% of the 1939- 
1949 increase in total assets of the manufacturing 
sector, but only 3% of the increase in the past half- 
decade. 

The composition of growth in the corporate manu- 
facturing sector in the last five years is, of course, 
the end result of a large number of influences. Among 
these influences have been the demands placed on 
the manufacturing sector by consumers, business, and 
government; another has been the rewards, in the 
form of profits, offered the manufacturing sector in — 
return for production activity. 

The charts indicate that, in general, investment 
has risen most rapidly in those industries where rela- 
tively rapid growth of output, or high return on 
investment, or both, have provided incentive for 
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Total assets of manufacturing corporations, 
measured in current dollars, increased $67 
billion between 1939 and 1949, and $49 billion 
between 1949 and mid-1954. The shifts in the 
growth ranking of individual industry groups, 
as charted in the top panel of the facing page, 
reflect pronounced changes in their percent- 
age shares of these increments. Percentage 
shares of the 1939-1949 and of the 1949-1954 
increments are shown for selected industry 
groups outside the center panel on this page. 
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DIVERSITY IN AGRICULTURE ~ 


Aggregate figures on United States farming mask a broad range of 
variation in size, in incomes, in degree of mechanization 


r THE 1950 Census of Agriculture counted 5,382,- 
162 farms in the United States. However, 1.7 
million of them, or almost one third, were not 

commercial enterprises, and accounted for a negligible 
portion of the total value of farm products sold.1 This 
means that there were only 3.7 million farms run 
commercially in 1950. Moreover, only 1.2 million of 
these—the farms with sales of $5,000 or more—ac- 
counted for three fourths of total sales of farm prod- 
ucts.? 

A breakdown of farms into economic classes, by 
value of products sold, reveals that a relatively small 
number of farms produce the bulk of the agricultural 
output, while the majority are small-scale operations. 
In 1949, only 103,000 farms—the 3% of all commercial 
farms with sales of $25,000 or more—were responsible 
for more than one fourth of the total value of farm 
commodities sold. This small group produces over one 
fourth of the nation’s cotton, cattle and calves, slightly 
less than one fourth of the poultry and poultry prod- 
ucts, and one fifth of the wheat. On the other hand, 
two thirds of all commercial farms had a gross cash 
income from agriculture amounting to less than $5,000 
in 1949, and almost half of the commercial farms re- 
ceived less than $2,500 from their sales. 


1In the 1950 Census of Agriculture, “places of three or more acres 
were counted as farms if the value of agricultural products produced 
in 1949, exclusive of home gardens, amounted to $150 or more. The 
agricultural products could have been either for home use or for sale. 
Places of less than three acres were counted as farms only if the 
value of sales of agricultural products in 1949 amounted to $150 or 
more. Places operated in 1949 for which the value of agricultural 
products in 1949 was less than these minima because of crop failure 
or other unusual situation, and places operated in 1950 for the first 
time, were counted as farms if normally they could be expected to 
produce these minimum quantities of farm products. .. . Farms 
have been grouped into two major groups, namely commercial farms 
and other farms. In general, all farms with a®value of sales of farm 
products amounting to $1,200 or more were classified as commercial. 
Farms with a value of sales of $250 to $1,199 were classified as com- 
mercial only if the farm operator worked off the farm less than 100 
days and the income of the operator and members of his family 
received from nonfarm sources was less than the total value of all 
farm products sold, Farms with a value of sales of all farm products 
of less than $250, as well as county, state, private institutional, and 
experimental farms, were classified as ‘other’.” 


2In the past five years the number of farms has probably fallen 
off by something like 200,000. Thus, the current figures are approxi- 
mately 5.2 million total farms, and 3.5 million or 3.6 million com- 
mercial farms. Income data from the 1950 Census of Agriculture are 
for the year 1949. Throughout this article, figures from the 1950 
Census of Agriculture, which are the latest available, will be used 
to describe the current scene. 
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The fact that practically three fifths of the 2@- 
million farm population lives on farms where the 
gross income from agriculture is under $2,500 per 
annum intensifies the American agricultural problem. 
Even the price support program, which is designed to 
prevent agricultural prices from falling sharply and 
seriously curtailing farm purchasing power, does not 
directly benefit the small farmer. 
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The price support program, instituted in 1933, has 
been an attempt to prevent such disastrous price de- 
clines as occurred during the early Thirties, and has 
probably been at least partly successful in keeping 
prices from taking very steep slides. But while the 
whole farm community may benefit to some extent 
froma program which sets floors on agricultural 
prices, most farmers who produce small quantities of 


1“Price supports primarily benefit 2 million of the larger, more 
prosperous farmers. The Administration is determined to help the 
vastly larger number of 3.5 million farmers that get little or no 
help from price supports. Until now, these small family farms have 
been largely forgotten and neglected.” True D. Morse, Under 
Secretary of Agriculture, in an address before the National Poultry 
Improvement Plan Conference, Washington, D. C., June 22, 1954 
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price-supported commodities do not avail themselves 
of price support. This may be because they do not 
have adequate storage facilities, or because they feel 
that it is not worth the trouble to qualify for the 
negligible gains involved. 

The inequality in distribution of net money in- 
come of farm operators is substantially less pro- 
nounced than the distribution of gross income from 
farming. This is explained by the distribution of off- 
farm income, which accounts for one third of the total 
cash income received by farm operators. The bulk of 
the income of farms with low sales of agricultural 
products comes from nonagricultural sources, while 
operators in the middle and upper gross-income 
brackets derive only a small fraction of their income 
from off-farm sources. 

According to a special study conducted by the 
Bureau of Agricultural Economics in 1947,1 the aver- 
age amounts and also the total amounts of off-farm 
income are greatest in the income groups which have 
‘the lowest farm income. Of the income to farm op- 
erators in 1946 from nonagricultural sources, 60% 
was received by farm operators whose gross income 
from farming was less than $500, and whose net cash 
income from farming was either negative or zero. 
For this group, which contained fully one third of 
the total number of farms, off-farm income averaged 
in the neighborhood of $1,700. Actually, the majority 
of these farms, while they may fall into the census 
definition of a “farm,” are for all practical purposes 
rural residences where income from farming is a sec- 
ondary earnings source. 

Average income from sources other than farming 
for operators with net cash farm income of $1 to 
$7,499 ranged between $330 and $800. In the $7,500- 
and-over group, the off-farm income per operator 
rose to an average of about $1,250. Only about 2% of 
the operators, however, were in this upper level. 


COMPARISON WITH EARLIER YEARS 


Concentration of output in the farm sector has 
evidently become significantly more pronounced since 
1939, when seven tenths of farm output was produced 
by one fourth of all farms. For in 1949, seven tenths 
of output was produced by one fifth of all farms. 
Since the results of the 1955 Census of Agriculture 
probably will not be available for two years, it is 
difficult to know exactly what has happened since 
1949. However, it seems likely that if any note- 
worthy change has occurred, it has been in the direc- 
tion of greater rather than less concentration. 

Since the mid-Thirties, enormous technological ad- 
vances have been made in farming. While the total 
number of farms has fallen by more than 20% and the 

1As cited in Nathan M. Koffsky and Jeanne E. Lear, “The Size 
Distribution of Farm Operators’ Income in 1946,” Department of 


Agriculture, Bureau of Agricultural Economics, Washington, D. C., 
September, 1950. 
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number of farm workers has dropped by one third, 
total agricultural output has increased 50%. During 
the Forties there was a strong tendency for those 
farmers with small incomes to move into better-paid 
industrial jobs, which were then fairly plentiful. Some 
small farms were unproductive and were merely 
abandoned; others were incorporated with larger 
units. The result has been fewer but larger farms. 
Movement of low-income farmers into more lucrative 
industrial employment is, of course, advantageous to 
the entire economy. Abandonment of farms where 
productivity is very low releases workers for jobs— 
either in agriculture or industry—where their efforts 
may be more effectively utilized. 


REGIONAL DIFFERENCES 


If the nation’s agriculture is divided into three 
major regions of roughly equal area—North, South, 
and West—several significant geographic differences 
in United States farming emerge. 

Most of the land in the West is rough, mountainous, 
or lacking in adequate rainfall, and consequently is 
not suitable for farming. Hence, only about 8% of 
the nation’s farms are located there. The other 92% 
are fairly equally divided between the South and 
North. 


Shares of Income Received in 1946 
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Distribution of gross cash farm income shows that the one 
tenth of the nation's farm operator families at the top of 
the distribution received 57% of this income, while 
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one tenth of the farm operator families ranking at the top 
of the net-cash farm-income scale received 70% of the 
net cash farm income. But this group received 
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only 7.5% of the net off-farm income—the bulk of the off- 
farm income (86%) going to the 75% of total farm oper- 
ator families in the lower net-cash farm-income brackets. 
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Consequently, there was sizably less concentration in dis- 
tribution of total net cash income (net cash farm income 
plus net off-farm income). 


Sources: Bureau of Agricultural Economics; The Conference Board 
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The average size of farm is larger in the West than 
in the other two regions, and a greater percentage of 
the farms are in the upper gross-income groups. More 
than one fourth of the commercial farms in the West 
were in the $10,000-and-over class, and more than 
half in the $5,000-and-over class. These two upper 
groups comprised substantially smaller proportions 
in the rest of the country—one sixth and two fifths, 
respectively, in the North; 7% and one sixth, respec- 
tively in the South. The South had the largest pro- 
portion of farms with gross income from farming 
amounting to less than $2,500. Whereas the West and 
North had about 30% of their farms in this group, 
657% of the farms in the South were in this low bracket. 
Most of the latter consisted of share-cropper farms, 
working cotton and tobacco. 

Over four fifths of the nation’s irrigated land is in 
farms with gross sales of $5,000 and over; about two 
fifths of irrigated land is in the $25,000-and-over 
sales class. Three fourths of all irrigated land is in the 
West. Approximately two thirds of farms with gross 
income of $5,000 and over are farms whose major 


products are cash grain, livestock, or dairy products. 
A substantial portion of fruit and nut, poultry and 
vegetable farms also fall into this group. Cotton farms 
and other field-crop farms (peanuts, potatoes, tobacco, 
sugar cane and sugar beets for sugar) are mostly small 
operations: only 14% of the farms in the cotton and 
other field-crop group have sales of $5,000 or more, 
compared with 50% for cash grain, 43% for livestock, 
and 38% for dairy products. 


TENURE OF OPERATOR 


Of the nation’s 5.4-million farm operators, 3.9 
million own the land which they work: the other 1.5 
million are tenants. Most of the owners—3.1 million 


1These are divided into the following groups: cash tenants (212,790), 
who pay a cash rent for the use of the farm; Share-cash tenants 
(193,109), who pay part of the rent in cash and part as a share of 
the crops or livestock; Share tenants (535,017), who pay a share of 
crops or livestock, or both; Croppers (346,765), who in general are 
tenants whose landlords furnish all the land and equipment, and who 
receive a share of the crop in return for their labor; Others (156,448), 
which include those who pay a fixed quantity of any product or whose 
rental arrangement was something other than cash payment or a 
specified share of products. 


Size Distribution of Farms, by Type, in 1950 
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Note: Commercial farms are classified according to the product or 
group of products that represented at least 50% of the sales of 
the farm for 1949. 


Cash-grain farms: Wheat, oats, barley, rye, rice, corn, sorghums, 
field peas, field beans, cowpeas, and soybeans. 


Other field-crop farms: Peanuts, potatoes, tobacco, sugar cane, 
sugar beets for sugar, and other miscellaneous crops. 


General—Primarily Crop Farms: Those farms whose sale of any one 
crop or any one group of crops did not amount to 50% or more of 
the value of all farm products sold, but for which the value of 
sales for two or more groups of crops represented 70% or more 
of the value of all farm products sold. 
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General—Primarily Livestock: Those farms which could not be classi- 
fied as dairy farms, poultry farms or livestock farms other than 
dairy and poultry, but on which the sale of livestock and poultry, 
and livestock and poultry products amounted to 70% or more of 
the value of all farm products sold. 

General—Crop and Livestock: Farms on which the sale of all crops 
amounted to at least 30% but less than 70% of the value of all 
farm products sold. 

Miscellaneous: Those farms which had 50% or more of the total 
value of sales accounted for by sale of horticultural products, 
horses, fur animals, forest products, or bees, wax and honey. 


Source: Census of Agriculture 
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—are full owners; the remainder are part owners (that 
is, they both own land and rent land from others). 
Only 24,000 of the operators are managers who op- 
erate farms owned by others, and receive a wage or 
salary. Manager-operated farms are proportionately 
more numerous in higher gross-income groups. 

While approximately half of the farmers in the 
under-$5,000 bracket own all the land they work, 
only two fifths in the $5,000-and-over group are full 
owners. Part owners constitute a larger segment in 
the upper-income bracket—almost one third, com- 
pared with about 15% for the lower-income group. 
The percentage of tenants, by income groups, ranges 
from one third to one fifth, growing proportionately 
less important as income rises. 


MARKET IMPLICATIONS 


The diverse composition of agriculture—a relatively 
small number of sizable, heavily mechanized, pros- 
perous farms on the one hand, and a host of small, 
low-income farms on the other—suggests the existence 
of two more or less distinct markets for agricultural 
machinery. In 1949, about 87% of farm operators with 
sales of $5,000 and over owned tractors; a similar 
percentage obtained for automobile ownership 

In those farms with gross cash income of $10,000 
and over, which comprised nearly 15% of total com- 
mercial farms, there was more machinery and equip- 
ment per farm than in the under-$10,000 group, and 
the average age of equipment was substantially lower. 
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These operators for the most part buy new equipment, 
and replace it at a lower average age than do less 
prosperous farmers. The group with gross farm in- 
come of $5,000 to $9,999, which is numerically larger, 
comprising 20% of the total number of commercial 
farms, is also a fairly fertile market for new tractors, 
motor trucks, automobiles, milking machines, grain 
combines, etc. 

The under-$5,000 group, which is on the average 
considerably less mechanized, nevertheless uses a 
substantial quantity of machinery in aggregate, since 
two thirds of commercial farms fall into this segment. 
But the percentages of ownership within this major 
income group fall sharply as income declines, particu- 
larly in the case of tractors: 

1950 Proportion of Farms 
with it 


1949 Value of Sales 
Tractors Automobiles 


BES BU ONS Bea ee oe ss wsitloecics 69% 14% 
S00 ee ee ee eee, 43 59 
PESOS; TO aa Re eT eet ee: 19 53 


Source: Census of Agriculture, 1950. 


Probably a large part of machinery demand in the 
under-$5,000 group is for used equipment, such as 
second-hand tractors and automobiles. Also, since 
machinery on these farms tends to be older, on the 
average, than in the higher-income group, the market 
for repairs and replacement parts is likely to be rela- 
tively more important. 


Suieiry S. Horrman 
Division of Business Economics 
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American Commonwealths Series—A series of parallel 
studies of the forty-eight states and major territories, in- 
cluding a description and analysis of their institutions 
and laws, as well as administrative systems, policies, and 
procedures. Each publication in the series deals with an 
individual state and includes discussion of local govern- 
ments, public services and programs, the tax and revenue 
system, and the laws and procedures regulating and assist- 
ing business activity. Volumes are now available for New 
York, Florida, Mississippi, and Wyoming. W. Brooke 
Graves, Editor. Thomas Y. Crowell Company, New York, 
1954. Various prices. 


Taxation in Canada—A systematic account of the Canadian 
tax structure, including the central, provincial, and local 
government tax systems. Separate chapters are devoted 
to the major types of taxes, to taxation of nonresidents, 
and to the tax legislation process. J. Harvey Perry, Uni- 
versity of Toronto Press, 1953. $6.50. 


Montgomery's Federal Taxes—The thirty-fifth edition of 
a standard text and reference source on federal taxes 
affecting business and businessmen in general. References 
and interpretations of pertinent provisions of the Internal 
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Revenue Code of 1954 are included. Philip Bardes, James 
J. Mahon, Jr., John McCullough, and Mark E. Richard- 
son, editors. The Ronald Press, New York, 1954. $15.00. 


Individuals’ Saving: Volume and Composition—An au- 
thoritative analysis of the Securities and Exchange Com- 
mission’s estimates of individuals’ saving, emphasizing 
their reconciliation with saving estimates of the Depart- 
ment of Commerce and the Federal Reserve Board’s sur- 
vey of consumer finances, and presenting valuable histor- 
cal information, together with a description of the 
sources used in making the savings’ estimates. Irwin 
Friend. John Wiley and Sons, New York, 1954. Price, $5.00. 


World Petroleum Statistical Yearbook—The first edition 
of an annual yearbook covering all phases of the world- 
wide petroleum industry. Edited by Henry J. Struth. 
Mona Palmer, Dallas, Texas, 1954. $20.00. 


Banking Systems—An account of the banking systems of 
sixteen nations of the world written mostly by banking ex- 
perts from the countries discussed. Edited by Benjamin 
Haggott Beckhart. Columbia University Press, New York, 
1954. $13.50. 


Executives Report on Their 


DEPRECIATION POLICIES 


with mixed reactions by the 167 manufacturing 

companies cooperating in this month’s survey 
of business practices. Less than one half (45%) of 
the cooperating companies have availed themselves of 
accelerated depreciation methods. About a third of 
them have decided against a change from their pres- 
ent policy. And one in five companies is still un- 
decided and has deferred decision pending comple- 
tion of studies that are under way. Those making a 
change are doing so only after a careful investigation 
of the effect of accelerated depreciation on long-term 
company operation. 

The sum-of-the-years-digits method is favored by 
a two to one margin over alternate methods by those 
companies which have made a change. The popu- 
larity of this method is attributed in large part to the 
fact that it permits a company to write off approxi- 
mately three fourths of the total cost of new property 
during the first half of its useful life. 

Two out of three companies indicate that their 
depreciation policy will have no influence on capital 
expenditures, even though one of the stated reasons 
for writing accelerated depreciation into the new code 
was to stimulate the expansion and modernization of 
plant and equipment. Factors other than depreci- 
ation, such as demand for products, advantages of 
technological improvements, and the availability of 
cash are expected to remain the dominant consider- 
ation. Among those companies that foresee a stimulus 
to capital expenditures, the majority expect to in- 
crease outlays for modernizing their plants and equip- 
ment rather than for expanding plant facilities. 


WHY COMPANIES CHOOSE TO ACCELERATE 


With few exceptions, those companies that are 
changing their depreciation policy have been using a 
straight-line method of computing depreciation allow- 
ances, which is the prevailing practice in industry. 
In about 8% of the companies making a change 
(principally companies in the steel and oil industries) 
the straight-line method had been modified to provide 
for a productivity allowance. Also, some companies 
reported they had amortized emergency facilities over 


LEST depreciation is being received 
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a five-year period under certificates of necessity but 
regarded these instances of straight-line depreciation 
as exceptions to théir over-all policy. 

Companies which have changed from a straight- 
line basis to an accelerated basis of computing depre- 
ciation allowances are doing so for three principal 
reasons. They believe that the new method: 


e Provides for a more rapid recovery of capital funds 
© Reduces current taxes 
® Results in a more realistic valuation of assets 


Rapid Recovery of Cash 


The more rapid recovery of cash under accelerated 
depreciation was the reason most frequently cited 
for changing from the straight-line method. Pointing 
to the extent of this acceleration, a foundry executive 
writes: 

“This change in depreciation policy [he had changed 
to sum-of-the-years-digits method] wiil enable us to charge 
off against income 72.7% of the cost of the new asset 
during the first half of its life, which compares to 50% 
under our old method. The advantage of this is that the 
cost of the new asset will be returned to us in tax dollars 
at a faster rate than formerly.” 


The ability to “preserve” and “bolster” working 
capital is regarded as particularly important by those 
companies that are anticipating large capital expen- 
diture programs. And a machine-tool producer writes: 


“With our present plans to move our entire plant to 
a new location as soon as buildings are completed, we feel 
that by using the allowances in the new law, we will be 
able to pay off the loan on the new building over a shorter 
period of time.” 


Several companies noted that the present worth of 
the additional cash which accelerated depreciation 
would make available is a significant factor in making 
them choose this new method. One executive, for 
example, observed that even though the money was 
not needed in his business, the increased flow of cash 
could be invested profitably, thereby reducing the 
cost of the original investment in plant and equip- 


“ment. 
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Reduced Taxes 


Some companies were motivated to change their 
policy because of a desire to gain an immediate re- 
duction in taxes. These companies usually under- 
scored the word “immediate” by indicating that they 
were well aware of the fact that they were gambling 
on possible future increases in tax rates which might 
more than cancel out the immediate savings. 

And several cooperators agreed with one heating 
and plumbing manufacturer, who wrote that “profits 
are fairly good at the present time, so we can bear the 
additional depreciation charges.” 


More "Realistic Values" 


It is the contention of some executives that acceler- 
ated depreciation “recognizes true values,” “gives a 
more realistic result in the calculation of the over-all 
cost of machinery usage,’ and “is more realistic and 
commensurate with actual depreciation and obsoles- 
cence.” On this point a manufacturer of building 
materials and supplies writes: 


“The greater deduction permissible in the earlier years 
seems to us to coincide with the economic facts, in that 
the greatest loss takes place in the early years. Too, the 
equipment is at its maximum efficiency at that time, and 
the higher maintenance costs in later years, combined 
with the lower depreciation charge, tend to equalize at 
a more realistic cost throughout the life of the equipment.” 


Acceleration Adopted in Part 


In a few companies, acceleration of depreciation 
has been adopted on a limited scale only. For ex- 
ample, a manufacturer of automotive equipment “sees 
no advantage in accelerating depreciation to an un- 
realistic degree.” And a heating and plumbing manu- 
facturer, who has been using the straight-line method 
of depreciation for years, reports changing over to 
acceleration on major items only. Similarly, a pro- 
ducer of specialized industrial machinery plans to 
change his policy “only with respect to our products 
which we lease to our customers. We feel it is advis- 
able in the case of these products, since maintenance 
and care are entirely out of our hands.” 


WHY COMPANIES FAVOR OLD METHOD 


Although most of the companies that are planning 
to accelerate their depreciation see no serious or over- 
riding disadvantages to the new system, many admit 
to certain misgivings about the new methods. Gen- 
erally, it is these same reservations which have led 
other companies to remain on a straight-line basis, 
or to defer decision until these shortcomings can be 
better evaluated. Those companies which have decided 
against a change in depreciation policy have done so 
because of the following factors: 


@ The value of new equipment is small 
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eThe nature of the equipment does not lend itself 
to accelerated depreciation 

e Apprehension over the Bureau's interpretation of 
the new law 

@The desire for a stable rate of write-offs 

e A preference not to gamble on tax rates 

© Satisfaction with the straight-line method 


New Equipment Purchases 


New equipment purchases have been in such small 
volume in some companies that a change in policy is 
regarded as unwarranted. For a manufacturer of 
railroad equipment who compared the increase in de- 
preciation under the new method, “the additional 
amount allowable in 1954 would increase the depre- 
ciation deduction by about 2% and in 1955 by about 
7%. So we do not contemplate any serious change in 
depreciation policy.” 

While some companies foresee a possible change in 
policy if they are ever faced with heavy capital ex- 
penditures, there are some instances in which normal 
capital investment is so small that the depreciation 
charge is relatively insubstantial in relation to other 
costs of doing business, and future policy changes are 
virtually ruled out. For example, an executive of a 
company producing specialized industrial machinery 
writes: 


“As builders of specialized packaging machinery, our 
point of competition is primarily at the engineering level 
—the skill and ingenuity required in solving problems of 
material and package handling—rather than at the pro- 
duction level. For this reason our having the ultimate in 
machine-tool capacity has little impact on our costs, 
and the need for continued replacement of equipment does 
not exist.” 


Nature of Capital Assets 


Approximately a half-dozen manufacturers indi- 
cated that a substantial portion of their equipment 
purchases were made in the used equipment market, 
thus making it impossible under the new code for 
them to avail themselves of accelerated depreciation. 
In one or two instances, the principal portion of the 
company’s assets is in equipment with a relatively 
short life. For example, a producer of industrial 
machinery sees little reason to change, since “one half 
or more of our depreciable assets are in automotive 
equipment with relatively short life.” 


Concern over Bureau's Interpretation 


Some manufacturers are apprehensive over the 
official interpretation that will be placed on the new 
depreciation provisions of the 1954 internal revenue 
code. Particular concern is expressed over the estab- 
lishment of salvage values, which, according to sevy- 
eral manufacturers, could “affect the comparative 
worth of the new methods of acceleration.” 
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Another producer foresees a controversy with the 
Bureau on the question of capital gains at the time 
equipment is disposed of. And a manufacturer of 
machine tools who has decided not to change his com- 
pany’s depreciation policy writes: 


“We cannot see any appreciable gain for our business 
by changing over to either of the proposed methods of 
accelerated write-offs, since the total time of depreciation 
may become subject to negotiation with the Internal 
Revenue Department.” 


Stability in Depreciation Charge 


The practice of seeking “stability” in total depre- 
ciation charges from year to year proved to be a fac- 
tor in influencing some companies against accelerated 
depreciation. Heavier write-offs in the earlier years of 
assets would, in the eyes of some, “distort costs and 
ultimately profits between accounting periods, and 
unbalance benefits to current stockholders and those 
of the future.” A chemical producer, thinking in the 
same vein, claims that accelerated depreciation charges 
would have “a confusing and misleading effect upon 
earnings,” and a producer of paper and paper prod- 
ucts, who has used the straight-line method through- 
out the life of the corporation, will continue to do so 
in order to insure comparative earnings figures over 
the long range. Finally, a member of the electrical 
appliance industry is fearful of overburdening costs: 
“Increased depreciation cannot help but increase costs 
and therefore the break-even point.” 

A few companies indicated that they are presently 
taking as much in write-offs as current earnings per- 
mit because of the large amortization of certain assets 
under certificates of necessity. Some of these com- 
panies will defer consideration of a new policy until 
emergency facilities are written off, thus allowing de- 
preciation charges to “be spread more evenly.” 


"Not Worth the Gamble" 


“Not worth the gamble” is the expression used by 
one manufacturer to describe his reaction to possible 
tax benefits. Another executive asks: “Why try to 
out-guess tax rates?” Some foresee higher tax rates, 
future emergency situations, and the possible reinsti- 
tution of an excess-profits tax. Under such conditions, 
according to a manufacturer of office equipment, “a 
change in our method of computing depreciation 
charges would result in smaller deductions in later 
years, which would increase profits subject to such 
an excess-profits tax.” 

Conceding that rapid depreciation may be helpful 
to some companies that currently have high profits, 
a manufacturer of miscellaneous metals avers: “With 
us it would be a gamble since we are unable to antici- 
pate our profits with any degree of certainty for the 
next one to five years.” 


One manufacturer, a producer of electrical machin- 
ery, turns to the record by way of illustrating the 
gamble involved in any attempt to benefit taxwise: 


“In the past, many companies which were taking fairly 
rapid depreciation had their depreciation rates lowered by 
the Bureau of Internal Revenue, and were pleased to find 
that this resulted in a tax benefit for them, since the lower 
rates resulted in extension of the depreciation base into 
excess-profits tax years.” 


Preference for the Straight-line Method 


In discussing the pros and cons of various depreci- 
ation policies, the remarks of some manufacturers cen- 
tered primarily upon the merits of their present 
methods which they have followed for many years. 
Many felt that the straight-line depreciation method 
was adequate, in that it permitted the setting of a 
realistic life on equipment. Others testified that this 
write-off method was sufficient in that no losses were 
incurred from obsolescence. A few added that the 
straight-line method was a simple one involving no 
complicated records and computations such as would 
be encountered with other systems. 

One manufacturer in the machine-tool industry pre- 
fers his present straight-line system because ‘he has 
been able to tie in his capital expenditures to it over 
a period of years. He writes: 


“Our rate of depreciation is a composite rate that 
applies across-the-board for a single capital equipment 
account. We have established a rather consistent policy 
of spending a certain amount each year for capital goods, 
replacements, and additions, and our depreciation rate as 
established for tax purposes reflects this pattern fairly 
closely.” 


Particularly enthusiastic among manufacturers op- 
erating on a straight-line basis are those who have 
been able to include a productivity factor in their 
method of figuring depreciation. A machine-tool 
manufacturer comments as follows: 


“Since 1937, we have followed a policy of straight-line 
depreciation on machinery, equipment, jigs and fixtures. 
However, this method has been modified by an acceleration 
and deceleration factor based on activity measured by 
productive hours. Other capital assets have been depreci- 
ated on a straight-line basis. We feel that the acceleration 
and deceleration factor has been a very advantageous 
thing, for it gives us the benefit of a high degree of de- 
preciation during periods of high activity and some relief 
from normal depreciation during an extremely low period. 
The change factor has been limited to 50% over or under 
normal depreciation.” 


Similarly, a member of the foundry industry reports: 


“By the use of the production method, we feel that 
increased charges to expense are present when operations 
can best stand the higher costs and when tax rates are 
likely to be high. Also, we believe the depreciation result- 
ing from this method more fairly relates to the exhaustion 
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of the asset. From past experience, it would appear that 
over the long pull, little, if any, tax benefit has resulted 
from rapid amortization either during the early years of 
an asset’s life or over the entire life of an asset.” 


POLICIES NOT FROZEN 


There is nothing frozen about the depreciation poli- 
cies reported by cooperators. Reflecting the thinking 
of many who have decided not to avail themselves of 
accelerated depreciation during their current fiscal 
year is this comment of a textile executive: “We can 
always exercise the option later if changing conditions 
warrant.” 

Some companies report that they plan to review 
their depreciation methods as new acquisitions are 
made. Others will watch tax rates closely. Tax de- 
cisions will also be studied carefully. As noted pre- 
viously, some companies may avail themselves of ac- 
celeration when their emergency facilities are com- 
pletely written off. In addition, some who have ac- 
celerated may later return to the straight-line method 
if it seems desirable. This is permissable under cer- 
tain conditions. 


METHOD OF ACCELERATION 


Among companies that have chosen to accelerate 
depreciation, the sum-of-the-years-digits method was 
- chosen by twice as many as favored the declining- 
balance method. Although the new code provides 
for the adoption of “equivalent methods which at the 
end of each year during the first two thirds of the life 
of the property result in accumulated allowances 
not in excess of those under the declining-balance 
method,” there were only two instances in which 
equivalent methods were under consideration. In a 
few cases both of the two principal methods were 
adopted. 

The reason for the overwhelming choice of the sum- 
of-the-years-digits method was that it represents the 
faster method of acceleration. Several companies 
which had adopted this technique pointed out that 
approximately three fourths of the cost of the prop- 
erty could be written off during the first half of its 
life as against approximately only two thirds under 
the declining-balance method. The sum-of-the-years- 
digits method was particularly attractive to those 
whose equipment was subject to a high degree of 
obsolescence. 


Declining Balance Method 


Selection of the declining balance method is pri- 
marily attributable to the fact that it grants tax- 
payers the option of switching back to straight-line 
depreciation at any time “on the basis of unrecovered 
costs less estimated salvage and estimated remain- 
ing life at the time of the switch.” In some instances, 
companies indicated that they were planning to re- 
turn to the straight-line method after a period of 
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years. A manufacturer of electrical appliances and 
supplies is quite specific on this score, reporting: “We 
also intend going to a straight-line depreciation for 
the assets after two thirds of their life has been 
reached.” 

In a few instances companies were swayed in their 
choice because the sum-of-the-years-digits method 
was “more complicated.” 


Use of Both Methods 


A few instances are reported in which company 
management is of the opinion that while accelerated 
depreciation is desirable it is not advisable to apply 
one method across the board. Significant differences 
in the lives of various groups of equipment and in 
their salvage values are influential factors leading to 
a selective application of accelerated methods. This 
thinking is well illustrated by a statement of a 
machine-tool manufacturer: 


“Under the 1954 code we propose to use the sum-of- 
the-years-digits method of depreciation on all our assets 
except our automobiles. The automobiles will be depre- 
ciated by the declining-balance method. Because of the 
short lives assigned to automobiles and because of our 
policy on replacement of them the declining-balance meth- 
od of depreciation on these assets will prove most advan- 
tageous.” 


A railroad equipment manufacturer who plans to 
select “an equivalent method” of acceleration will 
make certain exceptions in favor of other accelerat- 
ing methods as follows: 


“One of the subsidiaries will give very serious thought 
to going to a production method which we believe would 
be permitted under Sec. 167 (b) (4) of the code. If this 
subsidiary should adopt this method, it will be because we 
are of the opinion that it results in a more fair and reason- 
able depreciation allowance. We assume that either of 
these two subsidiaries would use the declining-balance 
method or the sum-of-the-years-digits method for facili- 
ties such as office buildings that they might erect in the 
future. Since such facilities are not, in the strict sense, 
production facilities, it would appear desirable to recover 
the cost quickly. In essence, this reduces the cost of 
investment.” 


ACCOUNTING FOR TAX PURPOSES 


This survey reveals that in approximately seven 
out of ten cooperating companies, accounting differs 
for tax and internal purposes. One in four of the 
companies which are planning to change their methods 
of depreciation see some alteration in their practice of 
differentiating between depreciation accounting for 
tax and book purposes. On the one hand, some com- 
panies which favor a “conservative” practice for in- 
ternal purposes will maintain their accounts on a 
straight-line basis for internal purposes and take the 
accelerated depreciation solely for tax purposes. On 
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the other hand, some companies which have previ- 
ously been writing off assets at a faster rate for in- 
ternal purposes than for tax purposes foresee the two 
accounts eventually reconciled. 

Companies using accelerated depreciation for tax 
purposes only do so in order that internal records 
will show a “very conservative position.” In the 
case of a chemical company, retention of the straight- 
line method for internal purposes will bring about a 
difference in its depreciation accounting for the first 
time in its history. And a food company which will 
continue the straight-line method for reporting in- 
come to stockholders writes: “The tax savings from 
accelerated depreciation will be credited to a reserve 
for future taxes and, therefore, will not appear as 
additional income to stockholders.” 

And another chemical company reports: 


“Under presently accepted accounting theory, the 
straight-line method of depreciation reflects more accu- 
rately our financial position and results of operations. 
Furthermore, it enables us to compare more realistically 
the results of the operations of our new plants with those 


of our older plants. We do give effect in our accounting, 


however, to the fact that the acceleration of depreciation 
of new facilities during the present period results in a tax 
deferment to later years.” 


In one or two instances, companies which plan to 
continue “normal depreciation” on their books and 
accelerated depreciation for tax purposes point out 
that they are following much the same procedure 
as they did with projects upon which certificates of 
necessity had been issued by the government. 


Depreciation Accounts Reconciled 


Most of those companies which expect that acceler- 
ation of depreciation will eventually eliminate dual 
accounting indicate that, in the past, their depreci- 
ation rates for internal purposes have exceeded depre- 
ciation for tax purposes because rates allowed by the 
internal revenue service “were insufficient to make 
proper provision for replacement of property, plant 
and equipment.” 

A manufacturer of industrial machinery explains 
how the new law will enable him to eliminate the dif- 
ferences in depreciation accounting: 


“In past years, we have provided for depreciation of 
our fixed assets for internal purposes at straight-line rates, 
designed to amortize the assets over their useful lives, 
Accelerated depreciation was provided for productive ma- 
chinery and equipment in the proportion that actual pro- 
duction related to normal production. This was not fol- 
lowed for tax purposes. We plan to change from this 
method of providing depreciation to the sum-of-the-years- 
digits method. This rate will be the same as used for 
federal tax purposes, and will enable us to provide depre- 
ciation for internal purposes on the same basis as for 
taxes.” 


But some companies believe that it is best to keep 
on with a dual set of depreciation records in order 
that an opportunity will be provided to “more thor- 
oughly explore the impact of a more rapid depreci- 
ation rate on earnings figures. The point here is that 
we do not want to commit ourselves at this time to a 
step that might unduly distort earnings data.” 


APPLICATION OF RATES 


Companies that are accustomed to handle depre- 
ciation on a composite basis will generally continue 
doing so after changing to accelerated depreciation. 
The same is true of companies that have used indi- 
vidual accounts. 


There were one or two instances in which com- 
panies indicated plans to switch from one basis to 
another but these were-not induced by a change to 
accelerated depreciation. An executive of a nonferrous 
metal company explains his company’s change as fol- 
lows: 


“The change from the composite to the individual 
straight-line method is being made to forestall future 
over-all composite rate changes by agents of the Internal 
Revenue Service. Past experience indicates that a com- 
pany using over-all composite rates of depreciation is in 
an indefensible position as regards depreciation disallow- 
ances which may be recommended by revenue agents. 
Individual straight-line rates, set by engineers of the com- 
pany, will be more realistic and put the burden of proof 
on the Internal Revenue Service in the event of proposed 
changes.” 


Another company which changed its policy reports 


that “under a composite rate we never knew where we 


were for accounting purposes, especially when we 
tried to allocate appreciation to a cost center.” 


Composite Rates Prevail 


The survey discloses that seven out of ten com- 
panies use composite rates for depreciation purposes. 
Composite rates are generally established on the basis 
of groups of assets, the most popular being buildings, 
machinery, and equipment. In some companies, these 
groups are further broken down into more specific 
subgroups. With some multiplant companies, major 
groups are sometimes established for each plant loca- 
tion and other organizational divisions. There are 
a few instances in which composite rates were based 
upon assets with similar lives and groups having the 
same rates. Seldom does a composite rate apply 
across the board. 

In a few instances, companies that maintain indi- 
vidual accounts on most items make an exception 
when it comes to minor assets or assets whose identity 
has been lost. For example, a manufacturer of auto- 
mobiles and equipment combines both individual and 
composite rates: “In the past we have used the 
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straight-line method of depreciation. This method has 
been applied in the following manner: 


a. Machinery and Equipment—individual rates based 
on estimated useful life of each machine. 

b. Building Additions—as a group, over remaining 
life of building. 

ce. Furniture and Fixtures—as a group, by year of 
additions.” 


ACCELERATION AND CAPITAL EXPENDITURES 


Only one out of three companies expects that a 
change to accelerated depreciation will materially 
affect their rate of capital expenditures. The principal 
reason is that other factors govern capital expendi- 
tures. For example, a textile manufacturer writes: 


“The question of expansion should be governed more by 
industry’s capacity versus demands and other financial 
factors rather than any depreciation policy.” 


Similarly a manufacturer of industrial machinery 
writes: 


“Our capital expenditures, both for modernization and 
expansion, will be based upon realized and anticipated 
needs of the business. Therefore the new depreciation 
policy will have no effect.” 


Finally, a producer of electrical machinery states: 


“Capital expenditures are made with the goal of ac- 
complishing objectives rather than having the tax aspects 
of depreciation unduly affect our judgment.” 


In a few companies, failure for a new depreciation 
policy to influence capital expenditures is attributed 
to the fact that “depreciation is relatively small com- 
pared with our profits and with sales.” 

In a similar manner, a textile manufacturer reports 
that the options are not significant enough to influ- 
ence his capital expenditures policy. He adds this 
comment: “However, if the taxpayer were allowed to 
set his own assets’ life (within reasonable limits) , then 
he would have quicker tax absorption of the entire 
cost of the assets and hence would have more incen- 
tive to modernize or expand.” 


Some Incentive to Modernization 


Some companies believe the new law offers some 
incentive to modernize. And an industrial machinery 
manufacturer says that the existence of new depreci- 
ation policies focuses attention on replacement prob- 
lems. 

Some manufacturers believe that there is less resist- 
ance to replacing capital assets when book value is 
lowered by increased depreciation allowances. As an 
automotive equipment manufacturer states: 


“A new depreciation policy will undoubtedly increase 
the rate of capital expenditures for modernization because 
book losses on early disposal of equipment will be mini- 
mized under the new depreciation methods allowed.” 


FEBRUARY, 1955 


75 


Lowered book value is important to a chemical 
producer who continually faces risks resulting from 
obsolescence. He believes that, over the long term, 
accelerated depreciation will encourage a number of 
marginal investments. 

The minority of companies which feel that acceler- 
ated depreciation will serve as a stimulus for expan- 
sion as well as modernization concede that the influ- 
ence will be “slight,” “not too noticeable,” and “not 
material.” There are a few instances in which com- 
panies report that the permissible maximum for capi- 
tal expenditures is the amount of depreciation expense 
recovered each year. 

Finally, one executive placed the new depreciation 
law in perspective by saying: 


“If a project is worthwhile, funds will be forthcom- 
ing from inside or outside the company. If not, accel- 
erated depreciation won’t launch it.” 


G. CiuarK THompson 
Joun H. Warson, III 


Division of Business Practices 


Business Bookshelf 


The Economic Impact on Under-Developed Societies— 
A series of essays on the relationship of investment and 
social change, particularly as it applies to Africa. By 
S. Herbert Frankel, Basil Blackwell, Oxford, 1953. $3.25. 


Automatic Merchandising—This study assesses the part 
which automatic vending is playing in the distribution of 
consumer goods, appraises its principal areas of usefulness, 
and analyzes its limitations. From the broad marketing 
viewpoint, the study indicates the problems of new appli- 
cations, such as industrial feeding. Special attention is 
also given to the use of vending machines by department 
and specialty stores. A. V. Marshall, Harvard Business 
School, Division of Research, Boston, Massachusetts, 1954. 
$3.50. 


Profitable Small Plant Management—Designed for the 
owners and managers of the smaller plants of America, 
this book states the basic precepts of scientific management 
as practised in well-managed plants. It covers, among 
other items, such basic activities as organization, plant 
layout, methods improvement, production standards and 
control, manpower management and cost control. Mal- 
colm H. Gotterer, Conover-Mast Publications, Inc., New 
York, 1954. $5.50. 


A Philosophy for Our Time—Mr. Baruch maintains that 
“the greatness of America rests mainly in the fact that we 
have a form of government in which the people have the 
means of effecting all necessary changes without enslaving 
one another,” but that “if we are to preserve our liberties 
and still meet our economic problems we must learn to 
apply the political wisdom of our founding fathers to our 
economic life.” Bernard M. Baruch. Simon & Schuster, 
New York, 1954. $1.00. 


CONSUMER PRICE INDEX DIPS — 


ONSUMER prices declined 0.2% between No- 
CG vember and December, 1954, according to THE 
ConFERENCE Boarp’s ten-city consumer price 
index. At 0.7% below the 1954 high point reached 
in May, the all-items index for December, 1954, was 
100.0 (1953—100). This figure also equaled October’s 
level, the previous low point for the year. The all- 
items index declined slightly in most of the ten cities— 
Birmingham, Houston, and New York leading with 
dips of 0.3%. The purchasing value of the dollar 
(1953 dollar—100 cents) was 100.0 cents in Decem- 
ber, 0.2% above the 99.8 cents of the previous month. 
The principal factor in the all-items dip during the 
month was the 0.8% drop in food prices. At 97.6, 
the food index was at its lowest level since December, 
1950. 

The meat, fish, and poultry index in December was 
at 94.2, down 0.9% over the month, primarily because 
of decreases in the prices of pork products and poultry. 
Drops of 1% to 7% in pork chop and loin roast prices 
were reported in most cities. A similar fall occurred 
in chicken prices, with individual city decreases of as 
much as 9%, 

The dairy products and eggs index was down 1.6% 
during the month. Milk prices were up 0.4%, with 
slight increases reported in most cities. Egg prices 


Effect of Coffee Prices in a Food Group 
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dropped 9%, a reflection of the egg production record 
that was set in the month of November. 

As to fruits and vegetables, down 1.7% between 
November and December, price cuts were reported 
for lettuce, bananas, and oranges. For the second con- 
secutive month, oranges reacted according to the 
commodity’s seasonal pattern, decreasing 12% in 
November and 13% in December. In contrast, cab- 
bage prices rose sharply as did tomatoes, which in- 
creased 23% since October. 

The “other foods at home” group increased frac- 
tionally over the month. Margarine and tea prices 
were up. Lard, after a slight decline in price in 
November, followed, with a dip of 4% in December. 
Coffee increased approximately 1% in December, halt- 
ing its downward movement during the four previous 
months. 

Increased price changes of a smaller magnitude 
were recorded for rice, canned salmon, butter and 
prunes, countered by slight price dips for lamb and 
cheese. 

The housing index, at 101.5 in December, moved up 
only 0.1% from the November reading. Rents re- 
mained unchanged over the same period. The fuel, 
power and water index increased to 101.0 from 100.2. 
This 0.8% rise was caused mainly by increases in the 
prices for coal and fuel oil. The index for housefur- 
nishings and equipment was at 98.7—0.1% beneath 
the month before. 

The apparel index at 98.7 was unchanged over the 
month, remaining at the low point for the year. In- 
dividual city changes varied from an increase of 0.5% 
to a decrease of 0.6%. 

Transportation prices dipped 0.2% between Novem- 
ber and December, reducing the index to 101.6. Cuts 
in gasoline prices were reported in several cities. Auto- 
mobile repair costs and used-car prices were lower. 
New-car prices increased slightly with the introduc- 
tion into the market of the 1955 models. 

The index for sundries moved up 0.2% to 101.4, 
the high level for the year. Higher fees were reported 
by physicians and dentists in some cities. 


- CHANGES DURING THE YEAR 


Stability in consumer prices throughout the year 
was apparent in the month-to-month changes that 
occurred in the all-items index. While the largest 
change, a 0.4% increase, was recorded between April 
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The Conference Board's Consumer Price Index for Ten Cities, and Purchasing Value of Dollar 


1953 = 100 January 1989 =100 
Housing 
Trans- Al! | Purchasing 
Fuel, Furnish- portatio Items Yor) of 
Power ings and a 
and Water| Equipment 
9 6 9 2 3 0 102 .3 i 180.4 55.4 
: 0 0 0 0 0 .0 100.0 .0 ; 180.0 55.6 
1954 January............ 100.6 99.8 101.0 103 .6 102.6 98.9 99 .6 102.1 100.8 99.4 181.1 55.2 
February........... 100.3 98.9 101.3 104.2 102.8 99.5 99.5 101.7 101.0 99.7 180.5 55.4 
March): 26ties. toe ee te 100.3 98 .6 101.3 104.5 102.6 99.5 99.7 101.4 101.0 99.7 180.5 55.4 
April. i.e ee 100.3 99.1 101.3 104.7 103 .2 99.0 99.3 100.9 101.0 99.7 180.5 55.4 
AY a 6 rors scictoresotenciersts 100.7 100.5 101.1 104.7 101.6 98.7 99.1 100.9 101.0 99.3 181.3 55.2 
GUNG T «eee ear, 100.4 99.7 101.0 104.7 102.0 98.5 99.0 101.0 100.9 99 .6 180.7 55.3 
July.... 100.6 100.3 101.0 105.5 99.7 98 .6 98.8 101.7 100.9 99 .4 181.1 55.2 
August situa: 100 .4 99.5 101.0 105 .6 99.7 98.3 98.9 101.7 101.0 99.6 180.7 55.3 
September.......... 100.2 98.6 101.1 105.7 99.7 98.6 98.9 101.9 101.2 99.8 180.4 55.4 
October......:...... 100.0 97.9 101.4 106.3 100.9 98.6 98.8 101.7 101.1 100.0 180.0 55.6 
November.......... 100.2 98.4 101.4 106.5 100.2 98.8 98.7 101.8 101.2 99.8 180.4 55.4 
December... 4.0. 100.0 97.6 101.5 106.5 101.0 98.7 98.7 101.6 101.4 100.0 180.0 55.6 
Annual average...... 100.3 99). 1 101.2 105.2 101.3 98.8 99.1 101.5 101.0 99.7 180.6 55.4 
Percentage Changes 
ee wuassem —0.2 —-0.8 | +0.1 0 | +0.8 = pei | 0 | (2 | +0.2 +0-2 | —0.2 | +0.4 
Dec., 1953 to Dec., 1954... —0.2 -1.3 +0.9 +3.5 +0.8 —-0.6 Ss! Slee a elerd +0.2 —0.2 +0. 4 


1More stable items such as rent, utilities and parts of transportation and sundries priced quarterly. 


and May, the direction of the monthly movements 
was varied, establishing no consistent pattern. Be- 
tween December, 1953, and December, 1954, the all- 
items index moved only 0.2%, decreasing from 100.2 
to 100.0. The indexes for the individual cities varied 
from a decrease of 1.0% in Los Angeles to an in- 
crease of 0.6% in Chicago. Food and apparel each 
had a yearly drop of 1.3%, the largest of the com- 
ponent decreases. The index for housing was up 0.9% 
from the year-earlier figure of 100.6. Primarily respon- 
sible for the advance was the 3.5% increase in rent 
which moved slightly but steadily upward through- 
out the year, Transportation was down 0.7%, and 
sundries rose 0.7% during the year. 


Annual Averages 


Annual averages of the components all deviated 
slightly from the 100.0 average of the 1953 base year. 
The spread was from 99.1 in food and apparel to 
101.5 in transportation. Within the housing com- 
ponent variations in yearly averages were greater— 
105.2 in rent and 98.8 in furnishings and equipment. 
The all-items index averaged 100.3 in 1954, up only 
0.8% from the 1952 average of 99.5 and 3.5% above 
the 96.9 average in 1951. 


Yearly Food Changes 


The accompanying full-page chart shows the indexes 
and yearly changes of various subcomponents, cate- 
gories and items. The categories and items selected 
were those which, because of their weight or sharp 
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movements over the year, were instrumental in mov- 
ing the subcomponent groups. 

The meats, fish and poultry component, down 3.8% 
over the year, was moved mainly by a 7.7% dip in pork 
prices and a 14.3% drop in poultry prices. Although 
pork output per capita was the lowest on record since 
1938, consumer demand has dropped to an even 
greater extent, forcing pork prices down. Poultry pro- 
duction, at an all-time high in 1954, and record-high 
beef production resulted in relatively lower prices for 
these items and brought about the smaller demand 
for pork. 

The cereals and bakery products index was up 1.5% 
over the year. Flour prices averaged a 1.4% increase. 
Following flour, macaroni and bread prices advanced 
3.6% and 2.4%, respectively. 

Dairy products and eggs, off 6.5%, recorded the 
largest yearly decrease at the subcomponent level. 
Milk prices slipped slightly—down 0.6%. Lowering of 
the parity price in April, 1954, caused butter prices 
to drop approximately 10%. The greatest decrease 
on the item level was recorded for eggs, down from 
an index of 94.3 to 74.8 between December, 1953, and 
December, 1954. The 20.7% decrease was owing pri- 
marily to the record egg production in 1954. 

The vegetable and fruit index, at 94.3 in December, 
was relatively stable over the year, advancing only 
0.5% from last year’s reading of 93.8. This group, 
acutely sensitive to seasonal variations, fluctuated 
greatly throughout the year. Potatoes increased in 
price 18.3% since December, 1953. Canned grape- 
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fruit juice and frozen orange juice were down approxi- 
mately 6%. All-time high estimates of the new sea- 
son’s citrus crop and a record carry-over of stock dur- 
ing the year is expected to depress citrus juice prices 
even further. 

The “other food” index was up 6.8% during the 
year. Coffee and tea prices increased 15.6% and 
11.1%, respectively. Chocolate was up 19.3%, while 
lard was down approximately 5%. 

The ten-city movement over the year in coffee and 
tea prices as compared with the “other food” group 
of the food index is illustrated in the adjoining chart. 
Coffee, indexed at 102.6 in December, 1953, began its 
controversial rise at the beginning of 1954. Increas- 
ing sharply for seven consecutive months, coffee 
prices reached a peak in July, with an index level of 
138.0, a change of 34.5% from December, 1953. From 
the peak in July, coffee declined rapidly to an index 
of 117.6 in November, 14.8% below the high point 
and 14.6% above the December, 1953, figure. The 
July-to-November drop was owing in part to a less- 
ening of demand, resulting in slow buying of green 
coffee by the roasters. In December, the movement 
was up again, with prices increasing 9%. Coffee 
futures are strong, suggesting further possible in- 
creases at the retail level. Underlying this strength 
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is increased buying by roasters in response to quick- 
ening demands and increased seasonal consumption. 

Tea, coffee’s sister beverage, has moved slightly but 
almost consistently upward throughout the year. The 
largest increase prior to November was recorded be- 
tween April and May when the tea index changed 
from 104.1 to 107.0, an advance of 2.8%. Changes at 
the latter part of 1954 were more active, with an in- 
crease of 3.1% between November and December. 
Further increases are expected in 1955 when retail 
prices absorb the lag of recently advanced wholesale 
costs. Another factor which may bring further price 
increases is the rise in tea export duties. Of the lead- 
ing tea producing countries, Ceylon has already in- 
creased export duties and an advance is expected in 
India. 

The heavy weight that coffee carries in the “other 
food” group of the food index has been effective in 
moving this group in the same direction, but to a 
lesser degree. Sharp movements in some of the items 
that comprise the “other food” group, such as mar- 
garine, lard, and chocolate bars, have in many in- 
stances dulled the effect of the changes in coffee prices. 


James C. APICELLA 
Statistical Division 


California’s Unique Growth 


“Perhaps the most important conclusion emerging from 
the present study is that California’s economic development 
during the present century has been subject, not only to 
ordinary cyclical fluctuations, but also to alternating phases 
of rapid and slower growth, of longer duration than the 
usual business cycle. These longer variations in the rate of 
growth have had a wavelike character and have been similar, 
in timing and duration, to the ‘secondary secular move- 
ments’ which have been observed by some investigators in 
the economic development of the country as a whole. 


“During at least part of the expansion phase of each of 
these waves, California’s rate of economic growth has tended 
to be more rapid than that of the country as a whole, and 
it has been during these spurts of rapid growth that the 
greatest influxes of migrants have occurred. On the other 
hand, the contraction phase of these secondary secular move- 
ments has not necessarily tended to be more pronounced in 
the state than in the nation, though there has been evidence 
of somewhat more serious unemployment in California fol- 
lowing a peak in the rate of in-migration. 

“Tt is not clear that these waves in California’s rate of 
growth are cyclical in character, in the sense that they are 
self-generating and likely to recur in the future. In fact, it 
would be rash to attempt to reach a definite conclusion on 
this point, in view of the evidence that they are related to 
nationwide and, possibly, to world-wide movements. Yet 
this study has served to draw attention to the possibility 
that large-scale internal migration to areas which are in a 
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relatively immature stage of economic growth may well tend 
to be an accompaniment of the expansionary phase of sec- 
ondary secular movements, and it does not seem unreason- 
able to infer that a period of unusually heavy migration 
to such areas must be followed by a period of ‘absorption’ 
before economic conditions are favorable for a new influx 
of migrants. 


“But it must be recognized that these waves of alternating 
heavy influx and absorption may be expected to vary 
considerably in length, particularly in view of the very 
obvious fact that wars have influenced their timing and 
duration. Furthermore, in the light of the evidence that 
the heaviest influxes of population have occurred during 
periods of rapid spurts in the rate of economic growth in 
California and that the spurts have been associated in large 
part with the growth of young industries, it is conceivable 
that a particular state might go through an entire period 
of upswing in a secondary secular movement without ex- 
periencing any very marked rise in in-migration. 

“The evidence that net migration to California has been 
sensitive to changes in the rate of economic expansion in the 
state suggests that a prolonged maladjustment between the 
rate of population growth and the rate of employment ex- 
pansion is unlikely... .” An excerpt from Chapter IX, 
Conclusions, “Employment Expansion and Population 
Growth, The California Experience: 1900-1950,” by Dr. 
Margaret S. Gordon; University of California Press, Berkeley 
and Los Angeles, 1954. pp. 147-8. 
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Aviation 


Aviation Week (December 27)—“Aircraft industry sales 
of $7.9-8.1 billion are in prospect for 1955, a slight decline 
from the $8.6 billion in sales for 1954, Aircraft Industries 
Association predicts. 

“However, manufacturers can expect profits to remain 
above the 1953 level and to be approximately the same as 
in 1954 because of the expiration of the excess-profits tax... . 

“This will be the fourth straight year that industry sales 
have reached or exceeded $8 billion, an unusually stable level 
of operations. 

“,. sales, pounds of airframe and employment will remain 
steady, although unit production will continue to taper off 
gradually.” 


Petroleum 


National Petroleum News (January)—“Oil industry ex- 
perts have pegged this year’s increase in domestic demand 
for oil products at about 5%. This means the industry is 
bouncing back strongly from last year, when oil customers 
cut the forecasts in half by buying only 2% more products 
than in 1953. 

“The 5% figure is put forth by President M. J. Rathbone 
of Standard Oil Company (New Jersey) and a group of oil 
industry economists polled by the McGraw-Hill magazine, 
Petroleum Processing and National Petroleum News... . 

“Rathbone . . . is doubtful the industry will find itself 
in a ‘seller’s market’ again, despite the anticipated increase 
of at least 5% in demand. 

“He sees a continuation of this demand upswing and says 
the oil industry is on the threshold of ‘what may be its 
greatest era.’ Rathbone thinks that in the next ten years 
the industry might have to supply ‘6 million more barrels 
of oil every day’ than it does now.” 

The Journal of Commerce (January 14)—‘Leading pe- 
troleum executives expect 1955 earnings results. in the in- 
dustry to be around the 1954 level, and possibly slightly 
better. 

“This applies—assuming general industrial and business 
activity continues at a reasonably high level—not only to 
the larger integrated companies but to the mainly-refining 
and mainly-crude producing groups. 

“Favorable signs in the petroleum industry picture 
include: 

“1. Oil demand is continuing the improved trend that 
became evident in the final quarter of 1954. 

“Q. The statistical position of the industry is much strong- 
er than in most of 1954, with inventories generally at about 
the year-ago level despite three successive weeks of record 
refinery runs. 

“3. Refinery product prices and refinery profit margins 
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have improved from the low level reached in the third quar- 
ter of last year. 

“4. The industry early this year does not have to cope 
with lessening of military needs, as was the case in 1954.” 


General 


J. Luther Cleveland, chairman of the board, Guaranty 
Trust Company of New York (in a statement prepared for 
the Financial & Commercial Chronicle, January 20) —“The 
new year has opened with business activity again on the 
uptrend after one of the mildest, though one of the best- 
advertised, recessions on record... . 


“The early prospects seem to point toward gradual and 
solid recovery, rather than an immediate return to boom 
conditions. Consumer demand is well sustained, although 
there is no longer a large backlog of deferred buying. Con- 
struction seems likely to rise to new peaks, but business 
investment in plant and equipment continues to decline 
gradually. Inventory liquidation has almost, if not entirely 
ceased, but no rush to replenish has developed. The decline 
in federal spending has been partly offset by increasing pres- 
sure on state and local governments to provide new roads, 
schools and other public services. In short, the recovery, like 
the preceding decline, seems to be proceeding with modera- 
tion and balance.” 

Harlow H. Curtice, president of General Motors (in an 
address at the GM Motorama of 1955, January 17) —“It is 
my belief that this year our national economy will reach a 
new peak. I foresee a gross national product in the area of 
$370 billion. That would be an increase of about 3% over the 
estimated level for the year of 1954, and somewhat in excess 
of the record reached in 1953. 

“Against this encouraging backdrop and provided we con- 
tinue to enjoy labor peace, our industry should produce and 
the domestic market should absorb approximately 6.8 million 
passenger cars and trucks. Unit production, including Canada 
and for export to other markets, should approximate 7.6 
million cars and trucks.” 


Appliances 


The Journal of Commerce (January 6)—“An official of 
a home appliance firm said today that the American public 
will purchase almost 12144 million units of nine major appli- 
ances in 1955, an increase of a million over estimated 1954 
sales... . 

“Parker H. Ericksen, Cincinnati vice-president of Crosley 
& Bendix, manufacturers of home appliances, told the group 
that in 1954 ‘the public bought roughly 11,430,000 of nine 
major appliances—refrigerators, freezers, water heaters, dis- 
posers, driers, air conditioners, automatic water heaters, 
ranges and dishwashers.’ 


“Mr. Ericksen said that the reason things looked so bright 
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for the sale of more than a million more of the major 
appliances in 1955 is the prediction that 1.4 million new 
homes will be built in 1955, ‘and every one of these will need 
one or more new appliances.’ ” 


Steel 


American Metal Market (December 31) —“United States 
Steel Corporation’s chairman, Benjamin F. Fairless, today 
added his estimate of 1955 steel production to a general list 
of forecasts made by heads of steel producing companies, and 
found himself on the conservative side. 


“In a year-end statement, he put next year’s steel output 
‘conservatively’ at about 95 million tons, making it the fourth 
highest annual tonnage in the history of the industry. 


“This week, Admiral Ben Moreel, chairman of Jones & 
Laughlin Steel Corporation, was high man on forecasting, 
estimating that steel output next year would run around 
90% of this year’s 124-odd million tons of capacity, or some- 
thing over 111.8 million tons—higher than the industry’s 
all-time peak set in 1953. Other industry leaders have fore- 
seen production next year running somewhere in the neigh- 
borhood of 106 million tons. Joiming Mr. Fairless on the 
conservative team was Charles M. White, president of Re- 
public Steel, who saw output of about 95 million-96 million 
tons. Popular figures for the steel rate next year are about 
82-83%.” 

American Metal Market (December 28)—‘“Confidence 
in the steel industry can be the keynote for 1955, Max D. 
Howell, executive vice-president, American Iron and Steel 
Institute said in a year-end review... . 


“ “Tn 1955, the steel industry will move forward. . . . Its 
output will be larger than in 1954, even though it may not 
operate at its high-rated capacity, which includes a large 
reserve margin for defense needs. 

* ‘Construction will continue to require large amounts of 
structural steel. The oil industry will again be a larger 
user of pipes and oil country goods. New highways will 
need much steel for bridges, concrete reinforcing, guard rails, 
etc. Other large consuming industries will have substantial 
business activity. Inventories are reduced and other aspects 
of the business readjustment completed.’ ” 


Paper 


The Journal of Commerce (December 29)-——“The paper 
industry, coming out of the 1954 business recession with 
many new company sales and earnings records, anticipates 
that 1955 will be the best year ever with the aid of still 
higher volume and some widening of profit margins. . . . 

“The most important single factor which is expected to 
contribute to higher earnings in 1955 is the increase in rate 
of activity. Operating under fairly substantial fixed costs, 
the industry finds that its margin of profit increases faster 
than sales during an uptrend and eases more rapidly when 
volume is declining.” 


Construction 


Engineering News-Record (January 6)—‘For 1955, the 
ENR forecast predicts an 8% rise in heavy construction 
contracts to a total of more than $15.6 billion. That would 
make 1955 the second highest year on record, only slightly 
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lower than 1952’s $15.7 billion—when atomic energy con- 
struction accounted for $2.3 billion of this total... . 


“Total private construction is expected to rise 5% to a 
new all-time high of $8.7 billion. State and local construc- 
tion should reach a record total of $5.6 billion, 12% above 
the 1954 high. Federal contracts may hit $1.4 billion, 9% 
higher than in 1954 but far below 1952’s record $4.5 billion.” 


The Journal of Commerce (January 14) —“A continued 
high level of construction activity this year is expected by 
builders and contractors. 


“Widespread optimism is prevalent in construction indus- 
try circles over the probability that last year’s record $37.2 
billion spent for new construction and industrial buildings, 
roads, and homes will be exceeded this year by a comfortable 
margin. 

“John F. O’Connell, president of the National Construc- 
tors’ Association, for example, told the group’s annual meet- 
ing .. . that bids on new work are numerous, and that power 


plant construction is a ‘bright spot in the new construction 
picture.’ ” 


Machine Tools 


A. M. Cappiello, in an article in The Journal of Commerce 
(January 10)—“Machine-tool builders face the new year 
with mixed opmions as to whether industry shipments will 
reach the $900-million level estimated for 1954. 


“Though economists predict that capital spending will 
be off 5% to 8% this year, machine-tool builders are count- 
ing on the need for manufacturers to reduce production costs 
by installing newer and more efficient equipment. 

“Another hopeful factor in the industry picture is the 


$140 million of government funds allotted for investment 
in machine tools.” 


Chemicals 


Dwight Moody, in an article in The Journal of Commerce 
(January 10) —“Leaders in the chemical and drug industries 
are confident that sales by these industries in 1955 will 
compare favorably with those in 1954. \ 


“Last year’s sales of chemicals, including those used in 
the drug industry, are estimated to have approximated the 
$19.8-billion record total reported for 1953. 


“Total industry-wide earnings also are expected to hold 
up reasonably well in both the chemical and drug fields, 
with more efficient production facilities and operating econ- 
omies tending to offset the adverse effect of at least tem- 
porary price easiness that may develop in some lines as a 
result of increasing competition.” 


Farm Equipment 


John L. McCaffrey, president, International Harvester 
Company (in a statement prepared for the Financial & Com- 
mercial Chronicle, January 20) —“As in the past, the outlook 
for the farm equipment industry during the present year will 
be determined by three basic factors: (1) the farmer’s need 
for farm equipment, (2) his desire to fill this need, and 
(3) the availability of either cash or credit with which the 
farmer can purchase equipment. In my opinion, the farmer 
has the need for new farm equipment, he has the desire for 
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it, and his cash or credit position is such as to allow him to 
purchase it. 

“If these conclusions are translated into retail sales during 
the coming year, I believe that the farm equipment business 
in 1955 will be somewhat better than in 1954. Yet, there is 
no indication of any ‘boom’ in our industry during 1955.” 


Retail Trade 


Jack I. Straus, R. H. Macy & Co., Inc. (in a statement in 
Women’s Wear Daily, December 27) —“Considering all the 
factors involved, I am anticipating, for the first half of 1955, 
an over-all improvement in the volume of retail business of 
some 2% or 3% over the first half of 1954. The recent 
months have shown an encouraging reversal of the retail 


downtrend noted earlier this year. I expect that the steady 
growth of the nation’s population and disposable income 
will manifest itself in a moderate increase in retail business.” 

Women’s Wear Daily (January 10)—“Department and 
specialty store volume probably will be higher this year than 
last. The big job will be to better the profit performance. 

“That appeared to be the prevailing sentiment among 
retailers on the eve of today’s opening of the 44th annual 
convention of the National Retail Dry Goods Association at 
the Hotel Statler. 

“There’s a bullish feeling evident about the first half of 
1955. In a survey of 200 representative member stores, 
NRDGA reported yesterday that 62% look for an increase 
in this period, 32% expect no change and only 6% foresee 
a decrease.” 


ECONOMIC NOTES 


Why We Lead in Technology 


“The United States has much richer resources of energy 
and raw materials than Europe and, until the last decade, 
the United States enjoyed increasing returns in most of its 
basic raw materials industries. In the production of coal, 
gasoline, natural gas, iron ore, and pig iron, America has a 
much greater advantage over Europe than it has in manu- 
facturing generally. The comparative advantage of the 
United States in terms of labor productivity is almost twice 
as high in these lines of production than it is in most manu- 
facturing industries. This differential productivity advan- 
tage has been reflected in the relative cost of products such 
as steel, and other metals, electrical and other kinds of 
energy, and to some extent seems to have lowered the rela- 
tive cost of capital goods in general. American industrialists 
have therefore been faced with a situation in which labor 
was scarcer relative to other resources than in Europe, and 
they have been able to use raw materials and particularly 
energy much more lavishly per unit of labor employed. 
Not only is the United States advantage over Europe 
greater proportionately for these products than for others, 
but in the forty years before the war productivity in United 
States mining was rising more quickly than in manufacturing. 


“The American economy has now reached the stage where 
its richer mineral resources and, to a lesser extent, its 
energy resources are being depleted, and an ever increasing 
amount of investment will have to be made in these indus- 
tries in order to secure productivity increases. The rate of 
productivity increase in United States manufacturing will 
tend therefore to be greater in the future than in its raw 
materials industries, and may also be greater than in energy 
production. There may therefore be an increase in the rela- 
tive cost of many materials and energy, and the tendency to 
increase inputs of such goods per unit of labor may slow 
down. The tendencies towards increasing cost can, however, 
be combated by technological progress, or by using imported 
materials such as petroleum and iron ore. Even if the 
depletion of America’s richer natural resources should slow 


down the rate of growth of industrial productivity, this does 
not imply a comparative decline in the United States posi- 
tion vis-a-vis European countries. Productivity growth in 
the European coal-mining industries has lagged behind 
manufacturing and coal is the major source of energy for 
European industry. The United States is better placed 
than most European countries to combat the problem of 
increasing costs of basic materials by use of improved tech- 
nology or by imports.”—A. Maddison, “Industrial Produc- 
tivity Growth in Europe and in the United States.” Econo- 
mica, November, 1954, pp. 313-815. 


Some Variables in Coffee Consumption 


“Price and income together have been jointly responsible 
for about nine tenths of the variance in coffee consumption. 
The remainder is due to changes that have occurred in 
factors not explicitly included in our estimating equation, 
such as tastes and habits, the effects of advertising, of 
changing income distribution, ete. 

“In so far as such changes are swift, or pronounced, they 
may not be associated with variations in the explicit vari- 
ables such as income, price, time, etc. In any case this in- 
fluence on coffee consumption could not be isolated and 
measured. To that extent, therefore, a simplified explanation 
of variations in coffee consumption in terms of a few ex- 
plicit factors is as much as can be expected. 

“Tt has been seen that at no price level does United 
States income elasticity of demand exceed unity. The price 
elasticity of coffee demand is low enough to regard coffee as 
a price-insensitive commodity. The greater response to 
income than to price indicates that as long as real income 
per caput rises, in percentage at least as much as real coffee 
prices do, United States coffee consumption will continue 
to increase. The relative inelasticity of demand with respect 
to price indicates that a lowering of price (within the range 
of prices and incomes experienced) does not stimulate de- 
mand sufficiently to increase total expenditure on coffee, 
which has, on the other hand, generally increased if the 
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coffee price is raised. This feature of the coffee market is 
partly responsible for its well-known instability in the 
short run.”—A. Szarf and F. Pignalosa, “Factors Affecting 
United States Coffee Consumption,’ Monthly Bulletin of 
Agricultural Economics & Statistics, FAO, October, 1954, 
page 10. 


Consumers and Excise Taxes 


“During the middle and the latter part of May, 1954, inter- 
views were conducted with a randomly selected sample of 
residents of Champaign-Urbana, Illinois, twin cities with a 
population of about 60,000. Respondents were asked whether 
they had noticed any change during the past two months in 
excise taxes or prices of each of the following five items— 
theater admissions, cars, luggage, shoes, and refrigerators. 
In addition, they were asked whether they had purchased any 
of these items (excluding theater tickets) during the past 
couple of months or were thinking of purchasing them... . 


“The five items used in this study represent a wide range 
of goods in terms of price and frequency of purchase. They 
also represent varying combinations of tax and price changes. 
Excise taxes on theater admissions, luggage and refrigerators 
were cut in half. The tax reductions on the latter two items 
were passed on to the consumer in the form of lower prices, 
but the price of theater admissions remained unchanged (at 
least in Champaign-Urbana). The excise tax on cars was not 
reduced, but car prices generally were somewhat lower (de- 
spite the maintenance of list prices) because of the weakness 
in the market at that time. On the other hand, there never 
has been a federal excise tax on shoes, and prices were also 
unchanged during this period. The reason for selecting goods 
differing so markedly in terms of tax and price changes was 
to obtain a more accurate picture of consumer knowledge 
by attempting to detect instances of guessing and confusion, 
well-known phenomena in consumer surveys. 

“The sample was a small one, 166 respondents, but was as 
large as could be obtained with the limited resources at hand. 
This number represented 77% of the 216 homes visited. 
Eleven people refused to be interviewed. 

“A comparison of the proportions of respondents who re- 
ported tax or price reductions in each item with what actually 
happened is presented in Table 1. 


Table I: Comparison of Actual and Reported Reduction 
in Excise Taxes and Prices 


Prices 
Item 

Actual | Re a Actual } Re cca 

Reduction Reduction 

Theater admissions No 12.9% 
MOAT Aye revere te ahs aloigia.0is'0' Yes 20.4 
MAS PA RC o.oo sco nheieo% 01's Yes 16.7 
HORS H ye ae Melee cists hss No 10.5 
Refrigerators........... Yes 14.8 


“As is evident from this table, knowledge of the changes 
that did occur was neither widespread nor accurate. The pro- 
portion aware of tax changes was no higher than 30%, in 
the case of luggage, and was as low as 16% in the case of 
refrigerators. Moreover, it is possible that many of these 
people merely guessed the correct answer, judging from the 
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fact that 10%-14% of the respondents reported tax reduc- 
tions on items for which no tax changes were made. If those 
respondents who reported tax cuts on all five items are 
removed from the group giving the correct answers, on the 
assumption that they were largely guessing at the change 
in individual items, the proportion actually aware of what 
tax reductions were made is reduced to less than one fifth of 
the sample. 

“In interpreting these figures, however, one cannot ignore 
consumer awareness of price changes. A consumer might 
not have been aware of a reduction in taxes but nevertheless 
have noticed the reduction in prices which, unknown to him, 
was made possible by the tax cut. From the viewpoint of 
consumer demand, the effect would be the same in either 
case. For this reason, respondents also were asked whether 
they had noticed a change in price for each of the five items. 
The answers to this question, however, do not alter the pre- 
vious findings with respect to awareness of tax changes. As is 
clear from the last two columns of Table 1, for the items on 
which taxes were cut, the proportion reporting a reduction 
in price was considerably less than the proportion noticing 
the lower tax, and the former group was almost wholly in- 
cluded in the latter. 


“It is interesting to note that the degree of confusion on 
price changes appears to be about the same as on tax changes, 
and that awareness of lower prices was even less widespread 
than of the tax reductions. For the two items on which the 
tax cuts were reflected in the price, less than one of every 
six respondents indicated awareness of this fact. It is a rather 
striking commentary on consumer interest in excise-tax 
changes to note that the item for which lower prices were 
most frequently noticed, cars, was not one on which taxes 
had been reduced.”—How Aware Are Consumers of Excise 
Tax Changes? National Tax Journal, vol. VII, No. 4, De- 
cember, 1954. pp. 356-7. 


How Mobile Is Labor? 


“Two important conclusions concerning the labor market 
behavior of workers emerge. . . . First, only a very small 
minority of the labor force is at any one time realistically 
in the labor market in the sense of being interested in or 
available for jobs other than the ones currently held. 

“Second, workers are rarely in the position of compar- 
ing the desirability of two or more jobs, either of which they 
can have. This is true even when one is speaking only of 
workers who voluntarily quit jobs, for the evidence indicates 
that more voluntary job shifts occur through a process of 
leaving one job and then looking for another, than by lin- 
ing up a new job before quitting the old one. Reasons for 
voluntary job terminations therefore cannot safely be inter- 
preted as indicating the factors in terms of which job com- 
parisons are made. In other words, to a considerable extent 
even workers who voluntarily change jobs are not really 
attracted by more desirable jobs elsewhere so much as they 
are ‘pushed out’ of jobs that they find unsatisfactory, and 
there is no assurance that they subsequently will find jobs 
better than the ones they leave. Most analyses of reasons 
for voluntary job changes imply a degree of ‘calculation’ 
that in fact does not exist.”—Herbert S. Parnes, “Research 
on Labor Mobility,’ Bulletin 65, Social Science Research 
Council, New York 17, N. Y. Price $1.75. 


Industrial Production Total Business Sales 


Sources: Federal Reserve; Department of Commerce 
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Production and Business Activity— 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F, W. Dodge Corp.; Federal Reserve; 
National Machine Tool Builders Association; Treasury Department; Taz ConFHRENCE Boagp ; 
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Industrial production total (S)............. 1947-49 = 100 130 129 126 126 +0.8 +3.2 I 
Durabletgoods\(S)i 3205, ee go eee 1947-49 =100 145 |r 143 139 142 +1.4 +2.1 
Nondurable goods (S)................05- 1947-49 = 100 119 118 117 112 +0.8 +6.3 
IMineralsi(S) ic Ract op ee a orci sic Melee 1947-49 = 100 116 |r 112 109 113 +3.6 +2.7 

Consumer durables (S)!................20- 1947-49 = 100 133 |r 125 104 109 +6.4 +22.0° | 

Machine toolstiver nents ore eh itn. erences 1945-47 = 100 203.6 179.5 |r 191.0 301.4 +13.4 32.4 | 

Construction contracts awarded, residential’|| million dollars 762 709 852 434 +7.5 =-1o 10a 

Construction contracts awarded, other’. .... million dollars 1,069 790 1,114 866 +35.3 +23.4 

Retail sales. (S) sc. esa cts seer ceten eee As million dollars n.d. 14,361 14,071 14,104a +2.1 +1.8 ; 

Retail inventories (S)4.................-.. million dollars n.d. 22,128 21,996 22,437 +0.6 -1.4 

Department store sales(S)................. 1947-49 = 100 116 114 113 112 +1.8 +3.6 : 

Department store inventories (S)4.......... 1947-49 = 100 n.a. 124 124 127q) 0 —2.4 

Manufacturing sales (S)................... mnillion dollars n.d. 24,596 |r 23,337 24,256a +5.4 +1.4 

Manufacturing inventories (S)4............ million dollars n.a. 43,811 |r 43,841 46,909 -0.1 6.6 | 

Manufacturing new orders (S)............. million dollars n.d. 94,523 |r 24,054 21,594a +1.9 +13.6 | 

Manufacturing unfilled orders*............. million dollars na. 47,648 |r 48,245 60,789 -1.2 +21.6 

Caradings; total© wiih 5 eee oe hed ae thousand cars 611 673 726 590 -9.2 +3.6 | 

Carloadings, miscellaneous®................ thousand cars 316 342 361 313 -7.6 +1.0 

Prices, Wages, Employment— 1 

Basic commodity prices®................4. 1947-49 = 100 89.9 90.8 90.5 88.5 -1.0 +1.6 | 

Wholesale commodity prices, all........... 1947-49 = 100 109.5 |r 110.0 109.7 110.1 —0.5 0.5 | 
ANH De, pon NRA Reid PE Ay PA Ge RE 1947-49 = 100 90.0 |r 93.2 93.1 94.4 -3.4 4.7 | 
ndtistrialtestes ey tarst ocak sits eee Sos 1947-49 = 100 114.9 |r 114.8 114.5 114.6 +0.1 +0.3 | 

Consumers’ price index................++- 1947-49 = 100 114.3 114.6 114.5 114.9 -0.3 067 4 

Farm parity price ratio................... 1910-14 =100 86 87 87 91 -1.1 —5.5 

Non-agricultural employment.............. thousands 55,363* 55,577* 54,902* 55,326 -0.4 n.d. { 

Wuemploymentsa:4-0 0o8.iae sa diewieh aaa: thousands 2,838* 2,893* 2,741* 1,850 -1.9 N.a. | 

Hactory employment... \::......- hich ee tac thousands 12,702 |r 12,711 |r 12,652 13,319 -0.1 4.6 

Average weekly hours worked, manuf’ing. . . || number 40.5 /r 40.2 39.9 40.2 +0.7 +0.7 | 

Average hourly earnings, manufacturing. . . .|| dollars 1.838 }/r 1.83 1.81 1.80 0 +1 

Personal income (S)’..............0002ee0: billion dollars n.a. 287.6 |r 286.3 287. +0.5 +0.1 

| 
Finance and Government— ! 

Bank debits, outside New York City®....... million dollars 74,282 65,826 62,823 67,672 +12.8 +9.8 | 

business loans? ).9o.% 6 ou), eh ee eee million dollars 22,347 21,620 21,117 23,219 +3.4 -3.8 | 

Consumer instalment credit outstanding‘... . |) million dollars n.d. 22,014 21,952 21,907a +0.3 +0.5 | 

Privately held money supply‘.............. billion dollars 1, 206.0 204.8 197.44 +0.6 +4.4 | 

Federal budget receipts................... million dollars 3,742 4,201 2,887 4,588 -10.9 -18.4 | 

Federal budget expenditures............... million dollars 6,288 8,842 4,857 6,437 +63.7 2.3 | 

Defense expenditures...................5. million dollars 3,888 3,386 3,450 4,391 +14.8 -11.5 

Federal budget surplus or deficit, cumulative™|| million dollars —9,294 —6,748 -7,106 SO SS IN coe ee eee 

! 
1Output of maj 6 i i ; n.a.Not available 
Cy bees sone elena mean Pracseles pregame faba she dn SPiaiearee rRevised ; 
437 eastern states 8338 centers g Adjusted iar seasonal variation | 
4End of month *Average of Wednesday figures *1954 data based upon new sample; not directly comparable to earlier data | 
5Average weekly 10From July 1 to end of month indicated | 
| 


Studies in Business Policy 


No. 71—Keys to Efficient Selling and Lower Marketing Costs 

No. 70—TIndustrial Security: —II|. Theft Control Procedures 

No. 69—New Product Development:—III. Marketing New Products 
No. 68—-Company Tax Administration 

No. 67—Executive Expense Accounts 

No. 66—Financial Management of Pension Trusts 

No. 65—Managing Company Airplanes 

No. 64—Industrial Security:—lII. Plant Guard Handbook 

No. 63—The Corporate Directorship 

No. 62—Controlling Capital Expenditures 

No. 61—Techniques of Plant Location 

No. 60—Industrial Security:—1. Combating Subversion and Sabotage 
No. 59—Trends in Industrial Location 

No. 58—Budgeting Expenses in Small Companies 

No. 57—New Product Development:—II. Research and Engineering 
No. 56—The Duties of Financial Executives 

No. 55—Protecting Personnel in Wartime 

No. 54—Getting Defense Contracts 

No. 53—Damage Conitro! in Wartime 

No. 52—Measuring Dealer and Consumer Inventories 

No. 51—Protecting Records in Wartime 

No. 50—Military Inspection in Industry 

No. 49—Company Policies on Donations: —II. Written Statements of Policy 
No. 48—Training Dealers 


In the January Management Record 


Union Revenue—The major portion of union revenue comes from the regular 
dues that members pay to their local unions, and to a lesser extent from 
initiation fees. These, along with per capita taxes, are examined! carefully in 
the lead article, with exact summaries of the revenue provisions of 149 
labor union constitutions presented in tabular form. 


The Importance of Base Salary—A satisfactory compensation formula is a 
“must’’ in attracting top-level personnel. And while extra compensation 
outside the salary structure may be important, many companies feel that 
what is really needed is a careful appraisal of the executive base salary 
structure within the organization. 


College Recruitment in 1955—The number of college graduates that com- 
panies will recruit this year will be as high as last year, and in some in- 
stances higher than in that year, when a new peak was reached. Technical men 
will continue to be the most sought after. 


Bell Teaches Its Own Executives—A four weeks’ training course that is set 
up and operated by company personnel is proving an important method 
of promoting executive development in the associated companies of the 
American Telephone and Telegraph Company. 
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Why Do We Have Tariffs? 


Technical Assistance ECLA 
Colombo Plan Foreign trade: do we want 


it? How much of it do we 


want? What are we willing 


to pay for increased markets 
abroad? How much can we 
lower.our tariffs to let other 
nations’ goods in? What 


Peril Points other concessions can we 


make? What do you think 
should be done? The Presi- 
dent in his special message 
: to Congress has made some 
proposals. What will Con- 
gress do about them? Will 
its action on these and © 
her proposals maintain 
: 


or alter national policy? 
Trade Not Aid 


Whether we like it or not, we have been 
increasingly active in foreign trade (and 
aid) ever since World War Il. (Look at 
the array of international agencies, organ- 
izations and activities in which we are 
represented.) 


Increasingly, too, The Conference Board 
has been drawn into the international 
sphere. Two of its recent studies can con- 
tribute to your understanding of the prob- 
lems involved. Associates have already 
received these two paper-covered books, 
but extra coptes are available at nominal 
prices. Make these two studies your 
“bible” on the subject of foreign trade: 


FAO 


The Economics of Tariffs 
Convertibility and Foreign Trade 
ze (Studies in Business Economics, Nos. 40, 45) 


